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VELOCITY OF BANK DEPOSITS IN ENGLAND 


HE measurement of the velocity of money and of bank de- 
posits has been attempted most frequently in the United 
States—-as in the work of Kemmerer, Fisher, Mitchell, and 
Snyder—where suitable statistical data have afforded a better 
field for these explorations. So far the inquiries into velocity 
have dealt with statistical aggregates covering a broad field, in 
an attempt to give a quantitative account of economic life in the 
large. Arising out of these studies, two main lines of further in- 
vestigation seem to promise results. One such line of investiga- 
tion is the analysis of the great statistical aggregates and ratios 
that are encountered in the velocity studies of an entire econ- 
omy; breaking them down into component parts, exploring the 
movements of the components, examining the effects of their 
variations upon the aggregate, and ascertaining the limitations 
to be placed on our interpretation of the aggregate movement. 
The other type of inquiry, not altogether independent of the 
first, is concerned with various economic and statistical hypothe- 
ses that have grown out of the statistical studies of velocity. One 
of the most significant of these is Mr. Carl Snyder’s hypothesis 
that fluctuations in velocity have the same timing and the same 
amplitude as fluctuations in trade, over short periods of time. A 
corollary thesis holds that, since velocity and trade move to- 
gether, a deviation of the volume of credit from its secular trend 
will tend to produce a corresponding fluctuation of prices from a 
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given base line. This in turn leads on to a consideration of the 
possibilities of central bank control over price fluctuations. 

No satisfactory verification of these theories can be had on 
the basis of the experience of the United States alone. It is essen- 
tial that similar measures of velocity be developed for other coun- 
tries. Because Mr. Snyder’s hypothesis has been rejected by 
English monetary theorists’ using such indirect evidence on Eng- 
lish conditions as was available to them, the time is opportune for 
a direct analysis of the English data in order to provide a more 
satisfactory measure of velocity and its relation to trade than is 
obtained by such indirect means. 

The present article therefore attempts (1) to set up monthly 
series for velocity of bank deposits in England from 1920 to the 
present date, with a supplementary half-yearly series covering 
the pre-war period from 1895 to 1914.” In doing this, occasion 
will also arise (2) to examine the present status of English statis- 
tics on the volume of bank credit and check payments; (3) to 
undertake a comparison of various measures of velocity in Eng- 
land and the United States; (4) to liberalize and relax the con- 
ventional requirements for statistical comparability or congruity, 
by application of the major concepts of time-series analysis; (5) 
to interpret the major types of time-series variation of a statisti- 
cal ratio in terms of the relative variation of its components; (6) 
to utilize our velocity series in testing the Snyder hypothesis; and 
(7) to analyze Professor Pigou’s attempt to disprove the Snyder 
hypothesis. 

* See for example D. H. Robertson. Banking Policy and the Price Level (1926), 
p. 89, footnote; A. C. Pigou, Industrial Fluctuations (1927), pp. 147-54. 


* Data for this study were obtained in England by L. D. Edie during the sum- 
mer of 1928. They include the following information, most of which has hitherto 
been unavailable to economists: 

1) Daily clearings since January, 1920, of the London Bankers’ Clearing House, 
for the three groups, Town, Metropolitan, and Country, and for their total; and 
daily clearings during June and December each year from 1895 to 1914; 

2) Total debits during 1927 of one of the Big Five banks; 

3) Monthly figures, 1919 to 1928, of current and non-current accounts at the 
chief London banking office of one of the London clearing banks; 

4) An exact record of bank working days in the specified months from 1895 on. 
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THE VELOCITY RATIO 


The common statistical meaning of velocity is too well known 
to need detailed explanation. It is the ratio of bank debits to 
bank deposits, or, in commercial banking terms, the ratio of with- 
drawals (debits) to balances (—deposits). It is commonly 
measured by dividing “the total amount debited to depositors’ 
accounts during a period of time” by “the average size of deposi- 
tors’ balances during the period.” In case the debits figures for 
successive time-periods have not been reduced to a uniform time 
base, the computed ratios are adjusted to uniform yearly rates of 
turnover by dividing the ratio for each period by “the length of 
the period expressed as a fraction of a year,” or alternatively by 
multiplying it by “the number of such periods in a year,” giving 
the same result. If this is written as a formula to summarize the 
relations involved, in the case of monthly debits, it becomes 


monthly debits number of working days per year 





V= . : 
average deposits number of working days in the month 


The length of the period is here measured in (bank) working 
days, as non-working days are not, at least for our purposes, 
important in the turnover of deposits. 

Any thoroughgoing calculation of velocity will require com- 
parable data on depositors’ balances and the debits charged 
against these balances. The purpose of the next sections is to ex- 
amine the available figures to see how far they meet these needs. 
To this end and to make clear the limitations and possibilities of 
the fundamental data, some descriptive comments are included 
on banking organization in England. 


BANK DEPOSITS 

English banking history in the last hundred years is marked 
by no more striking feature than the rise of the joint-stock 
banks and the concomitant extension of branch-banking. To- 
gether with the amalgamation movement of the nineteenth and 
early twentieth centuries and the concentration over a longer 
time of most interbank clearing operations in the London Bank- 
ers’ Clearing House, these developments have brought deposit 
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banking in England to a position where its current activities are 
largely accounted for by the operations of five great banks. The 
“Big Five” (Midland, Lloyds, Barclays, Westminster, and Na- 
tional Provincial) hold more than 82 per cent of the individual 
deposits of all English banks, control total resources of close to 
2,000 millions of pounds, and maintain 8,000 branch offices out 
of a total of 9,600 for all banks in England and Wales. 

Whatever data are employed must therefore be largely con- 
cerned with these five banks, which, together with five smaller 
institutions, and the Bank of England, comprise the London 
Bankers’ Clearing House. Each of the ten clearing banks has 
published currently since January, 1921, a regular monthly 
statement of its liabilities and resources; these are the only source 
of monthly data on English bank deposits outside the Bank 
of England. The monthly data for most of the ten banks are 
averages of the figures on one day in each week of the month, 
selection of the day being at the discretion of the reporting bank, 
but for one or two of the larger banks the reported figures are 
monthly averages of all daily items. Since one of the ten, the Na- 
tional Bank, operates chiefly in Ireland, it is to be excluded from 
this computation. From the successive monthly statements of 
the other nine banks, a monthly series may be compiled of the 
deposits of each bank separately or of all banks combined. The 
series of combined, or aggregate, deposits of the nine clearing 
banks includes over go per cent of the total for all England. It 
will form the basis of our series of deposits. 

In this first, crude form the series is not strictly homogeneous, 
as on several occasions an outside bank has been absorbed by a 
clearing bank and thus a sharp discontinuity has been intro- 
duced into the series. Approximate adjustment for these merg- 
ers is effected by the following device: For each month of the 
entire period prior to a merger, the aggregate deposits figure is 
increased by a constant percentage, namely, the ratio of the ab- 
sorbed bank’s deposits to the nine clearing banks’ total at the 
time of the amalgamation. In practice, the same result is ob- 
tained if the aggregate deposits figure is multiplied by 1.00+ 
correction ratio, which gives the adjusted series directly. As 
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some of the smaller mergers were of negligible importance, no 
allowance is made for them.* 

The broad effect of the process of adjustment is to modify the 
trend of reported deposits. A corollary result is that after ad- 
justment the deposits of the nine banks year after year are a 
nearly constant percentage of the deposits of all joint-stock and 
private banks of England and Wales. Thus the adjusted deposits 
series (Table I) gives a reliable picture of the relative movement 
of aggregate “total deposits” in all English banks, half-yearly in 
1920 and monthly since January, 1921. The war-time period is 
omitted from this study. Before the war only half-yearly figures 
are to be had, at June 30 and December 31 each year; but for the 
period of prime importance since the war the record is virtually 
complete. 

This is the situation as to “total deposits.” Total deposits, 
however, are made up of two elements, current and non-current 
accounts, the latter item including in addition to “deposit ac- 
counts” certain bookkeeping items and hidden reserves of the 
banks. The distinction between current and deposit accounts is 
roughly the same as that in the United States between demand 


* The mergers accounted for and the adjustment factors applied are: 








4 Compound Factor and 
Date Merger : Period to Which 
Applied 





= 1928 Lancashire & Voshehice with Martins d 1.014 July, 1927—Dec., 1927 
uly, 1927 cae with M : 1.0rg June, 1924—June, 1927 
June, 1924......| Child & Co. -). Glyn Mills & Co. 
Guernsey Banking Co. with National 
j ° a! C , 1.017 Jan., 1924—May, 1924 
an., 1924 - Banking Co. 
th Westen d 1 .o1r8 June, 1923—Dec., 1923 
fuss, 1923 Holt . Co. with th Glyn, Mills & Co. d 1.019 Feb., 1923—May, 1923 


eb. ,1923......| Cox & Co. with Lloyds i 1.025 Jan., 1921—Jan., 1923 
Jan., 1921 Beckett & Co. with Westminster , 1.031 Jan., 1920—Dec., 1920 














The adjustment for each merger applies to the entire preceding period, so that 
from one to scven adjustments would have to be made at different times from 1920 
to 1927. For convenience in computation and analysis, all the simple correction 
factors which would be applied to the original deposits figure of a particular month 
have been combined by multiplication into a single item, the “compound factor.” 
The series of compound factors thus gives a single adjustment series, covering the 
entire period from 1920 to 1927, to be applied to the crude series of nine clearing 
banks’ aggregate deposits. 
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and time deposits: time deposits invariably bear interest, and 
at a higher rate than is allowed on corresponding demand depos- 
its, and they require thirty days’ notice or more for withdrawal, 
whereas demand deposits, while technically including all deposits 


TABLE I 


Deposits OF Ning LonpON CLEARING BANKS, 1920 TO 1928 
ADJUSTED FOR BANK AMALGAMATIONS 


(Monthly Averages of Weekly Figures, in Millions of Pounds Sterling) 








Tora Deposits 





1922 1923 1925 1926 





1,873) 1,735 1,677) 1,661 
1,847) 1,675 1,667] 1,630 
1,790} 1,626 1,629) 1,611 
1,780] 1,636 1,630] 1,613 
1.788) 1,638 1,621) 1,613 
1,798} 1,667 1,648) 1,654 
1,773| 1,667 1,657} 1,670 
1,730} 1,639 1,635] 1,658 
1,701} 1,637 1,637| 1,647 
1,728] 1,658] 1, 1,651] 1,673 
1,708) 1,659 1,643} 1,672 
1,727| 1,703 1,671| 1,713 





EstimaTED CURRENT ACCOUNTS 





1,156) 1,117) 1,072 979 
1,109] 1,101} 1,020 954 
1,065] 1,067} 977 938 
1,051} 1,061] 987 939 
1,065] 1,067} 976 916 
1,094] 1,068) 995] 1,004) 943 
1,097} 1,058} 992] 982) 953 
1,085] 1,035] 972] 955} 925 
1,085} 1,015} 963} 952 
I,10I} 1,052} 977) 970 
1,084] 1,040! 982) 953) 945 
1,116} 1,066] 1,013 979 
































* 1920 figures are at December 31, 1919, and June 30, 1920. 


requiring less than thirty days’ notice, are in great part subject 
to withdrawal by check on demand. A point of difference be- 
tween the two countries is the presence in England of a large 
volume of so-called seven-day deposits in the total of “deposit 
accounts.” It may be noted in passing that the time-requirement 
for notice of withdrawal is usually waived by banks in both 
countries. 
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It would be desirable even on general statistical grounds alone 
to break total deposits up into their two elements, current and 
non-current accounts, in order to examine and compare the dif- 
ferences in their statistical behavior. This separation of pre- 
sumably unlike elements acquires a special importance in the 
present inquiry. Without it the velocity of total deposits re- 
mains a confused average of the velocities of these two compo- 
nents. It is an average with shifting weights, in which a purely 
seasonal or cyclical increase in non-current accounts paradoxi- 
cally might result in a lower average velocity despite the fact 
that both component velocities had increased. 

If the element of non-current accounts is not removed from 
total deposits, its distorting influence on the computed velocity 
series can be negligible only if (1) non-current accounts are a 
small part of the total, or (2) non-current and current accounts 
are alike in their major time-series variations, or (3) deposit 
variations play a relatively small part in the variations of the 
velocity ratio. In fact, non-current accounts are not a small part 
of total deposits, and they are notably different from current ac- 
counts in their statistical behavior. They are unlike in all three 
major types of time-series variations: their seasonal variations, 
their cyclical-irregular fluctuations, and their secular trends. For 
the purposes of time-series analysis, therefore, unless deposits 
play a minor réle in the variations of the velocity ratio, it is éssen- 
tial that the figures of non-current accounts should be segregated 
from those of current accounts. 

The recent action of the Midland Bank, in publishing a month- 
ly record* from 1919 to the present time of its “Current Accounts 

* Midland Bank Limited, Monthly Review, March-April, 1929. 

Mr. Reginald McKenna, chairman of the bank and a leading advocate of bank- 
ing publicity, first announced the series at the bank’s annual meeting in January, 
1929. At the time, he expressed the belief that the figures could be accepted “as a 
useful index of trade activity and depression.” This hypothesis apparently was 
based on the then published figures for 1927 and 1928, but is not borne out by a de- 
tailed examination of the series for the entire period since 1919. For the purposes 
of economic and business analysis, the proportionate size of current accounts is less 
important than their absolute amount. “Current Accounts” is a more significant 
figure than “Current Accounts as Percentage of Total Deposits.” The latter serves 


its chief and very important use in enabling us to pass from the published figures 
for total deposits to the unpublished series of current accounts. 
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as Percentage of Total Deposits,” makes it possible to break the 
seal which formerly linked the two groups of deposits in one total. 
This bank is the largest of the Big Five and maintains over two 
thousand branches throughout England and Wales. Its vast size 
and widespread activities lead to the assumption that the relative 
movement of its current accounts ratio is typical of the nine clear- 
ing banks and of English banks as a whole.* If it is accepted as 
such, the ratio for each month can be multiplied into the corre- 
sponding figure for the nine banks’ adjusted deposits to obtain a 
series of “estimated current accounts” since 1920 of the nine 
London clearing banks. In this way the second series of Table I 
has been derived. It is believed to be an adequate index for the 
uses to which it will be put. 


BANK DEBITS AND BANK CLEARINGS 


On turning to the data on bank debits, it should at once be 
noted that complete figures do not exist. Only those debits which 
appear as interbank clearings through clearing houses become a 
matter of public record. The clearings figures of the London 
Clearing House and those of the local, or “provincial,” clearing 
houses must be our main reliance for debits data. The relation 
of these published clearings figures to the unknown total of all 
debits may be defined most easily in terms of English banking 
operations. 

The checks that are received by any banking office for credit 
to depositors consist of internal checks between its own customers 
and external, or interbank, checks drawn on other banking offices. 
As each office is itself a clearing house for internal checks, the 
record of the subsequent debits appears nowhere except in its 
own books and reports to head office. The external or interbank 

*It is apparently not representative of the group of London banking offices in 
the “Town” clearing district. One of the clearing banks has privately given figures 
on the current accounts of its chief banking office in this district. As might be ex- 
pected, the movements of this series and its ratio to total deposits were very differ- 
ent from those of Midland Bank’s current accounts and current accounts ratio to 
total deposits. It is chiefly the financial activities of the City which are represented 
by the records of a banking office in the “Town” district, whereas the accounts of 
the Midland Bank include as well the commercial and industrial transactions of 
the entire country. 
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checks are then subdivided into two groups: a small part are 
collected by direct exchange with other local banks or through 
local clearing houses or exceptionally by mail without the media- 
tion of head office, but the much larger part of these checks on 
other banking offices are sent to the London head office for col- 
lection. The checks that are thus received at head office fall into 
two major classes: one class comprises checks on other branches 
of the same bank, for which head office acts as clearing agent, 
and the second group contains checks on the other clearing- 
house banks and their branches. It is this final group alone that 
passes through the London Bankers’ Clearing House. 

A few complicating factors may be noted. It is usual for a 
bank which is neither a clearing-house member nor branch of- 
fice of a member to clear through one of the members as agent, 
and so it is in the same position as a branch office in clearing, 
but there are a number of foreign banks and bankers in Lon- 
don that have no clearing-house connection, and when checks 
drawn on these banks are received by a clearing-house member, 
they are collected by direct presentation. Since these checks 
might properly be called a third, minor group in the total of 
checks received at head office, a more exact classification of this 
total would be analogous to that for a single banking office and 
would specify (1) internal exchanges (between branches), (2) 
a small part of interbank exchanges collected by direct exchange, 
and (3) the much larger part of interbank exchanges, sent to the 
London Clearing House for collection. Again, the flow of funds 
has been traced from the point of credit to the point of debit, but 
the total of debits includes some items which do not have a credit 
counterpart in any depositor’s account; such cases include 
“cash” checks drawn by a depositor, as well as other direct trans- 
actions between the depositor and his bank. Finally, commercial 
bills of exchange as well as checks appear in the total of items 
that are passed through the London Clearing House, except in 
the Country clearing. 

Each check that is sent to the London Clearing House is as- 
signed to one of three district clearings, according to the location 
of the banking office on which the check is drawn. At the present 
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time the Town district consists of a hundred-odd banking offices 
which are within five minutes’ distance from the clearing house 
in the heart of London. The Metropolitan district is defined to 
include those bank branches which are outside the Town district 
but are still within about half an hour’s distance from the head 
offices in the Town territory. All other banking offices in Eng- 
land and Wales are included in the Country district. The checks 
and bills in the Town clearing comprise less than 25 per cent of 
the total number of articles handled in all three clearings, but 
they amount to more than 85 per cent of the total monetary val- 
ue,® and are much affected by the financial activity of the City. 
Of the Metropolitan and Country clearings it is commonly said 
that the first is an indicator of the retail trade of the metropolis, 
while the second reflects the condition of the general trade of the 
country; but these are conventionalized descriptions which 
should be regarded as hypotheses rather than proved facts. 

Monthly data on London clearings have been published cur- 
rently since 1923 for all three districts and their total. The Lon- 
don figures for 1920 to 1923 are here made available directly 
from the records of the London Bankers’ Clearing House.’ The 
figures were recorded daily and are presented here as monthly 
averages per working day. In this particular they are more ac- 
curate than bank debits data in the United States, as the latter 
are first compiled as weekly totals and must be prorated by esti- 
mate if a week overlaps two months. They are also more compre- 
hensive in the sense that they cover a larger proportion of the 
geographical field. 

Outside London, important “provincial” clearing houses oper- 
ate locally in eleven cities.* The clearing at each of these centers 
is unlike any of the three London clearings in that every check 
passing through not only originates within the district but also 
ends there; both debit and credit are to account of depositors in 

* Estimated from the annual Report of the London Bankers’ Clearing House 
for 1928. (Cf. Bankers’ Magazine, February, 1929, pp. 202-7.) 

* The writers are indebted to the officials of the Clearing House for their cour- 
tesy and co-operation in affording access to the data. 


* They are: Birmingham, Bradford, Bristol, Hull, Leeds, Leicester, Liverpool, 
Manchester, Newcastle-on-Tyne, Nottingham, and Sheffield. 
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banks within the zone. For the purpose of an aggregate measure 
of clearings outside London, the figures for all eleven cities are 
here gathered into a single total.’ 

The completed monthly record of daily average bank clearings 
in England from 1920 to 1928 is comprised in Table II, which 
gives separately each of the three London clearings and their 
total and the provincial aggregate. In these five series of clearings 
no adjustment is made for bank amalgamations, as their effect 
on clearings is not accurately determinable and probably is not 
serious. Paradoxically, a bank merger in England may either in- 
crease or decrease the clearings at London, according to circum- 
stances. As an example of probable increase, when Lancaster 
and Yorkshire merged with Martins Bank its clearings with 
Martins dropped out of the London Clearing House total, but in 
their place a new element appeared, its clearings with its former 
agent Westminster, which before the change in affiliations had 
naturally been cleared outside the London Clearing House. 
This new element is presumably larger than the old one, as 
Westminster is a larger bank than Martins. But while a crude 
estimate of the effects of such mergers might be attempted, in the 
absence of a dependable measure it is best to avoid doubtful 
corrective devices and to retain the series as they now exist. 


CRITIQUE OF THE DATA 


How far do these series of deposits and clearings meet our re- 
quirements? Can a reliable measure of velocity be obtained 


* This step has required certain adjustments. Figures before May, 1923, are by 
weeks and are converted into monthly totals by prorating the figure for a week, 
if it overlaps two months, between them according to the number of the week’s 
working days that lie in each month, and then adding the weeks and part-weeks of 
each month into a monthly total. Adjustment is also made for the entry of two 
new clearing houses since 1920; these are Hull, which enters the records in Febru- 
ary, 1921, and Bradford, in July, 1925. The clearings at Hull from February, 1921, 
until the entry of Bradford in July, 1925, were a fairly constant percentage, 3.3 
per cent, of the total for the other nine provincial cities, so the monthly clearings 
for these nine cities before the entry of Hull have been raised by this percentage. 
In the case of Bradford, from July, 1925, to June, 1928, the percentage was 4.5 
per cent of the total for the other ten cities including Hull, so monthly figures be- 
fore Bradford’s entry in July, 1925, were increased by this percentage ; this increase 
was naturally applied to the series after revision for Hull had been made. 
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TABLE II 


BANK CLEARINGS IN ENGLAND, 1920 TO 1928 
(Monthly Averages of Daily Figures, in Thousands of Pounds Sterling) 








No. or 
WorkING 
Days 


Lonpon Banxers’ CLearinc House 





Town 


Metropolitan 


Country 


Total 


ELEvEN 
PROVINCIAL 


CLEARING 
Houses 





26 
24 
27 
24 
25 
26 
26 
25 
26 
26 
26 


25 








110, 502 
114,481 
114,610 
117,025 
108 , 413 
106,153 
108,126 
100, 332 
99,687 
103,599 
98,912 
107 ,469 


111,960 
98, 388 
100,627 
96,065 
100,479 
91,095 
99,370 
93,428 
88,435 
98,067 
97,971 
112,185 


120,271 
114,284 
113,560 
128,503 
107 ,986 
102,532 
108,981 
97,389 
90,828 
105,613 
101 ,064 
100,864 


106 ,008 
III,000 
113,340 
123,970 
103,446 
99,945 
100,897 
91,424 
91,436 





7,582 
7,165 
7,219 
7,464 
7,192 
6,640 
7,326 
6,260 
5,903 

697 
6,248 
6,448 


6,720 
5,978 
5,882 
5,581 
51353 
5,034 
5,557 
4,967 
4,500 
5,264 
5,973 
55336 


5,749 
51196 
5,121 
5,483 
5,140 





14,313 
13,777 
13,799 
14,249 
13,601 
12,713 
13,794 
12,846 
12,530 
13,322 
12,379 
12,338 


12,197 
11,250 
11,176 
10,430 
9,580 
8,539 
8,971 
8,780 
8,641 
9,679 
9,304 
9,414 


9,952 
9,183 
9,168 
9,714 
9,357 
8,904 
9, 809 
8,721 
8,283 
9,313 
8,910 
9,340 


9,451 
9,181 
9,186 
9.837 
9,422 
8,943 
9,262 
8,613 
8,389 





132,397 
135,423 
135,628 
138,738 
129,206 
125,506 
129,246 
119,438 
118,120 
123,618 
117,539 
126,255 


130,877 
115,616 
117,685 
112,076 
115,412 
104 ,668 
113,904 
107,175 
101,576 
113,010 
112,348 
126,935 


135,972 
128,663 
127,849 
143,700 
122,483 
116,668 
124,470 
110,975 
103,465 
120,148 
114,972 
115,354 


120,816 
125,270 
127,515 
139.135 
117,960 
113,857 
115,519 
104,659 
104,124 





11,504 
12.759 
12,404 
11,674 
11,084 
10,723 
10, 286 
10, 209 
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TABLE IIl—Continued 








Lonpon Bankers’ CLEARING House ELEVEN 
PROVINCIAL 
CLEARING 
Town Metropolitan} Country Total Houses 








1923:—Cont. 
Oc 


105,681 5,100 9,334 | 120,115 5,747 
108,965 4,902 8,897 | 122,764 5,723 
106,845 5,256 9,372 | 121,473 6,414 


113,845 5,279 128, 398 5,964 
113,979 4,990 128,185 6,170 
115,972 4,924 129,959 6, 388 
128,597 5,397 143,905 6,196 
IIl,717 5,175 126,291 5,876 
115,561 §,25° 130,223 5,837 
110,609 5,587 125,865 6,008 
103,757 4,875 117,590 5,732 
101 ,O21 4,593 114,477 5,094 
111,416 5,203 126,437 6,113 
117,760 5,259 132,671 6,292 
122,590 5,476 8 137,936 6,544 


123,832 5,709 139,661 6,461 
123, 200 55309 138,135 6,564 
117,964 5,293 132,802 6,644 
121,415 5,692 137,201 6,376 
112,408 5,481 127,688 6,144 
118,019 5,451 132,929 5,748 
113,958 5,890 129,667 5,842 
107,354 5,197 121,570 5,614 
101,656 4,734 115,220 5,384 
119, 108 5,599 134,420 5,946 
114,879 5,464 129,917 6,064 
126,187 5,774 141,918 6,256 


118,220 5,887 134,154 5,977 
115,876 5434 130,839 5,944 
114,617 5,363 129, 280 5,77° 
122,081 5,770 137,839 5,396 
115,337 5,022 128,930 4,954 
110, 581 5,288 124,693 5,014 
113,783 55737 128,512 5,014 
111,367 4,975 124,802 4,792 
105,070 4,600 117,925 4,813 
115,544 5,609 130,615 5,286 
117,429 5,461 132,230 5,256 
122,483 5,761 137,715 5,406 


125,482 6,077 141,559 5,612 
116,993 5,546 131,928 5,585 
117.641 5,570 132,716 5,674 
127,215 5,978 143,360 5,506 
128,451 5,844 144,276 5,588 
117,656 5,674 132,855 5,265 
115,081 6,159 131,181 5,628 
110,427 5,253 124,814 5,356 
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TABLE Il—Continued 








Lonpon Bankers’ CLEARING HovsE 





Town /|Metropolitan| Country Total 





109,121 4,856 8,866 | 122,843 
125,622 6,119 10,063 | 141,804 
118,480 5,649 9,815 | 133,944 
127,791 6,002 9,840 | 143,633 


134,702 6,326 10,269 | 151,207 
120,933 5,801 9,795 | 136,529 
123,370 5,798 9,554 | 138,722 
143,020 6,332 | 10,538 | 159,890 
134,202 6,097 | 10,253 | 150,552 
126,968 55952 9,532 | 142,452 
126,013 6,643 | 10,239 | 142,895 
120, 569 5,534 9,306 | 135,409 
118,404 5,230 9,127 | 132,761 
130,199 6,303 10,200 | 146,702 
127,819 55975 9,837 | 143,631 
131,864 6,512 10,217 | 148,593 
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from them? Such questions can be answered only in relation to 
our purposes, in terms of the major types of time-series variation. 
Only in this way can the assumptions of the study be clearly set 
forth and the limitations and possibilities of the analysis be fully 
defined. Strictly, a geographical or regional classification of bank 
deposits is desired, on the same basis at least as the present classi- 
fication of clearings, so as to satisfy more closely than at present 
the need for a congruous deposits base for each of the series of 
clearings, Town, Metropolitan, and Country, as well as total. 
Since at present the three groups of deposits are not individually 
known, the condition of statistical congruity in this respect is 
fulfilled only in the relation between aggregate deposits and total 
clearings. The goal of a completely congruous deposits base for 
each class of clearings cannot be achieved until group figures are 
available. 

This is a limitation, however, only as regards the directly com- 
puted, absolute measure of velocity. Our chief interest in the 
present study is not the absolute size of velocity but the relative 
movements of velocity on a given time-period as base and its 
major forms of time-series variation: seasonal, cyclical-irregular, 
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and secular. Complete congruity is not essential for this purpose. 
While it should always be kept in mind as the ideal toward which 
we approximate, a literal insistence on it would needlessly cramp 
statistical investigation. The conventional tests for statistical 
congruity or comparability in fact are overcautious and so do not 
provide a satisfactory criterion of the adequacy of the data avail- 
able in the present study. The aim here is chiefly the examination 
of relative time-series movements of velocity, so it is evidently 
true that, in the absence of a desired series of deposits complete- 
ly congruous with a particular clearings series, any available 
series of deposits may be used as a substitute for it, so long as 
the known and the unknown series are similar in their relative 
(not their absolute ) time-series variations. This condition is then 
further relaxed if a particular type of variation is to be omitted 
from the study. When, for example, as in the present inquiry, 
the seasonal variation is to be “removed” from velocity, the con- 
dition requires only that the known and the unknown deposits 
series correspond in their cyclical-irregular and secular move- 
ments. 

In the present study, the known series in every case is aggre- 
gate deposits—current or non-current or total. The unknown 
series is the unmeasured regional constituent, Town or Metro- 
politan or Country deposits, as the case may be. The plan to be 
followed consists in applying the one known series of deposits, 
aggregate deposits, to each class of clearings. Thus, the resulting 
series of ratios have the same comparability that prevails among 
the series of clearings themselves. But if it be asked if the result 
thus reached is the velocity of bank deposits in the usual sense, a 
categorical answer cannot be given. A categorical answer, in 
fact, would probably not be of much use; what is wanted is an 
answer in terms of degree. If the movements of the aggregate 
deposits series provide an accurate picture of the movements of 
its unknown constituent, within the allowed margin of error, the 
clearings-deposits ratio will describe the relative movements of 
velocity in the ordinary sense. Precisely so far as the known and 
the unknown deposits series diverge in their significant move- 
ments the measure of velocity will be distorted; the divergence, if 
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any, is then of course to be treated as a percentage and not as an 
absolute sum. 

The regional grouping of deposits is lacking but the economic 
classification into current and non-current accounts remains. The 
material for comparisons of a somewhat different sort is there- 
fore available. By dividing a particular clearings series alter- 
nately by total deposits and by current accounts, it is possible to 
determine experimentally the effect, in modifying the movements 
of the clearings-deposits ratio, of the use of total deposits as base 
in place of current accounts. It will then be apparent if any dis- 
tortion is introduced into the movements of the velocity of cur- 
rent accounts by allowing the inclusion of non-current accounts 
in the deposits base. 

The final results are those which may be obtained within the 
limitations imposed by the use of gross aggregates. They are, 
moreover, not based on bank debits but are what we may call the 
“clearings” velocity of bank deposits in England. However, it is 
mathematically evident that clearings velocity differs from debits 
velocity only to the extent that the ratio of clearings to debits dif- 
fers from unity. If the series are relative and not absolute, the 
same relation holds closely or, in certain conditions, exactly. In 
any case, if the ratio of clearings to debits is constant, relative 
clearings velocity will be numerically equal to relative debits ve- 
locity. Our tentative assumption will be that this ratio has in fact 
remained constant throughout the post-war period in England. 


VELOCITY OF BANK DEPOSITS 


The actual computation of velocity is a mechanical routine, 
involving in the present case the use of the formula,”° 


(monthly average clearings per working day) 306 





monthly average deposits 
in which’ 306 is the average number of bank working days per 
year in England. It may be noted that this figure is from three 
to four days larger than that in the United States. 


* This of course is equivalent to the formula previously given, the factors of 
which are here rearranged in a more convenient form for computation. 
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Calculations of velocity have been made for all five of the 
clearings series presented in Table II, and also for two other 
series compounded from them: London total plus Provincial and 
Country plus Provincial. For each of the seven velocity series an 
index of seasonal variation was constructed by the median-link- 
relative method for the period from January, 1921, to January, 
1928. These seasonal indexes are shown in Table III for the more 
important velocities which are to be examined and compared 


TABLE III 
INDICES OF SEASONAL VARIATION OF VELOCITY 


(Computed by Median-Link-Relative Method for Period 
January, 1921—January, 1928) 








ENGLAND 
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here. Thereafter each of the corresponding velocity series was 
deflated by its seasonal index, and the resulting seasonally ad- 
justed velocity series are given in Tables IV to VIII after conver- 
sion into relatives to the base, 1921-27 average equals 100. 

The first of the adjusted series is velocity of total deposits in 
England, computed from London total plus Provincial clearings 
and total deposits. The series (Table IV) is plotted in Chart I to- 
gether with a comparative index of the velocity of all deposits in 
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the United States. The American series is constructed from bank 
debits in 141 cities and net demand plus time deposits of report- 


TABLE IV 


Gross VELOciTy oF BANK DEposits, 1920 TO 1928 (LONDON TOTAL 
Pius ProvinciaL CLEARINGS+TorTaL Deposits) 
(Seasonally Adjusted; 1921-27 Average = 100) 








1921 


1922 


1923 


1924 


1925 


1926 








HOO 0D AUD DWH 








94. 
gl 
92 
97 
89. 
89. 
96. 
93 
92 
94. 
92. 





COO COHMOMw HUN 


go. 


or. 

98. 
Io1. 
102. 


94. 





98 .3 
Ior. 
103 
105 
100. 
107. 
103. 





moo bw Ob O DW~ 


108.5 
107 
105 
102 


DOO” BWW OMw 





105. 
105. 
103. 
102. 
103. 
103. 
104. 
107. 
108. 
105. 
107. 
108. 





HUIWOHHOhDhOO 


Aer we OWA ON wb 








CHART I 


Gross Vetocity or Totat Deposits In ENGLAND AND UNITED STATES 
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ing member banks,” and is seasonally adjusted and converted to 
the same base period as the English series. 

The second velocity series substitutes current accounts for 
total deposits in the ratio, and employs London total clearings in 
place of London total plus Provincial. Since London total plus 
Provincial clearings are dominated by the London total element, 
the major movements of the ratio to current accounts are effec- 


TABLE V 


Gross VELoctty OF DEMAND DEPosITS, 1920 TO 1928 (LONDON 
Torat CLEARINGS +CURRENT ACCOUNTS) 


(Seasonally Adjusted; 1921-27 Average = 100) 








1921 1922 1923 1924 1925 1926 1927 1928 
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tively the same whichever of the two clearings series is used, and 
the latter has been selected (Table V). In Chart II the result is 
plotted along with Carl Snyder’s velocity of demand deposits for 
141 cities in the United States. The computation of the Ameri- 
can series made use of bank debits and included an allowance of 
some slight amount for the presence of debits to time deposits in 
the total of reported debits; in the English series, however, no al- 
lowance is made for this factor, as the turnover of time deposits 


™ Federal Reserve Board, Fourteenth Annual Report, pp. 113, 124, and Federal 
Reserve Bulletin, since January, 1928. 

From the viewpoint of accuracy of data and coverage of field, the velocity series 
for England is superior to that for the United States. The English clearings figures 
are based on actual monthly totals and in this respect are more accurate than the 
American debits data, while the use of clearings instead of debits in this English 
series is probably inconsequential. And the deposits figures of the English clearing 
banks cover a larger proportion of the field than do the reporting member banks, 
or even all member banks, of the Federal Reserve system in the United States. 
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rarely if ever appears directly in the checks and bills of exchange 
which comprise English clearings. 

Next, a computation has been made of the velocity of Town 
clearings with respect to current accounts (Table VI). This is 
shown in Chart III together with Snyder’s velocity index for 


CHART II 
Gross VELociTy or DEMAND Deposits IN ENGLAND AND UNITED STATES 
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TABLE VI 
VELOcITY OF DEMAND Deposits aT LONDON, 1920 TO 1928 
(Town CLEARINGS + CURRENT AccouNTS) 
(Seasonally Adjusted; 1921-27 Average = 100) 
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New York City. The two series are strongly under the influence 
of financial activities in London and in New York, respectively. 
The similarity of the English series in this and the preceding 
chart indicates the dominant part played by Town clearings in 
the movements of the London total clearings series and of the 
velocity series computed from it. 


CHART III 
Ve.ocity oF DEMAND Deposits in LonDON AND New York 
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If Town clearings are excluded from the London total, Metro- 
politan and Country clearings remain. The series of Metro- 
politan clearings has short-term movements much like those of 
Country clearings and has been omitted from the velocity com- 
putations shown here. The movements of Country clearings do 
not fully agree with those of the Provincial group, but, in default 
of evidence for regarding either as the more representative indi- 
cator of commercial and industrial payments in England, the 
two have been combined into a single index for this purpose. 
Velocity computed from Country plus Provincial clearings is 
shown in Tables VII and VIII and in Chart IV. In Table VII 
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the velocity is based on total deposits, and in Table VIII, on 
current accounts. The only important difference between the 
two velocities, it is apparent from Chart IV, is in their trend of 
recent years. 

For experimental purposes a series was also constructed by di- 


TABLE VII 
VeLocity OF ToTaL DEposits IN ENGLAND, 1920 TO 1928 (COUNTRY 
Pius PrRovinctAL CLEARINGS+ToTAL Deposits) 
(Seasonally Adjusted; 1921-27 Average = 100) 
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CHART IV 
Vexocity oF ToTtaL DEposiITs AND DEMAND Deposits IN ENGLAND 
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viding Country plus Provincial clearings by tentatively estimated 
“deposits outside London.” The deposits estimate was built upon 
the framework of a half-yearly deposits series for five banks 
which have offices mainly or entirely outside London, by inter- 


TABLE VIII 


VeELociry oF DEMAND DEpositTs IN ENGLAND, 1920 TO 1928 (COUNTRY 
Prius Provincial CLEARINGS+CURRENT ACCOUNTS) 
(Seasonally Adjusted; 1921-27 Average = 100) 
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CHART V 


Veocity oF DEMAND Deposits IN ENGLAND AND UNITED STATES 
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polating the half-yearly items with monthly figures published 
by two of them which are members of the London clearing house. 
Velocity so computed showed a close correspondence with that 
of Table VIII, computed from current accounts of the nine clear- 
ing banks, and revealed a somewhat higher trend than the veloc- 
ity of Table VII. The result, however, is not as significant as it 
would be if the computation could be based on the “deposits out- 
side London” of one or all of the Big Five with their many well- 
scattered branches. 

Of all the velocity series presented in these tables, the one 
computed and set forth in Table VIII is presumably related most 
closely to non-financial turnover in England. It is plotted in 
Chart V with Snyder’s series for 140 American cities outside New 
York City. Differences in data and underlying institutions pre- 
vent the two series from being exactly comparable; nevertheless, 
the basic likenesses are great enough to justify their comparison, 
while their manner of construction seems to warrant their use as 
the best measures of velocity of demand deposits available from 
present data in England and the United States. 

For the pre-war period, 1895-1914, a supplementary series of 
half-yearly indexes of velocity is given in Table IX, together 
with the data on London total clearings and deposits of private 
and joint-stock banks of England and Wales which form the raw 
material of the calculation. The deposits series is all-inclusive 
throughout the period, and so bank amalgamations may be 
neglected. A more debatable question concerns the variation of 
the debits-clearings ratio over the twenty-year span, but on this 
point not enough data are available to construct an acceptable 
estimate of the change. 


ABSOLUTE DEBITS VELOCITY 


The foregoing account deals with the clearings velocity of 
bank deposits in England. It has already been indicated that 
when clearings are a constant percentage of debits, as is presumed 
to be the case after 1920, the relative series for clearings velocity 
is numerically the same as the relative series for debits velocity, 
if both are expressed as relative to the same base period. If any 
alterations occur in the debits-clearings ratio it is assumed that 





TABLE IX 


Torat Depostts, Lonpon ToTaL CLEARINGS, AND VELOCITY OF 
Tota Deposits, 1895-1914* 








London Total Velocity, Velocity 
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* To facilitate connection with the post-war series, yearly figures since 1914 are appended below : 
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t Joint-stock and private banks of England and Wales (except Bank of England), at June 30 or 
ber 31. Economist figures totaled. June, 1913, and June, 1914, partly estimated. 
¢ Average per working day during June or December. After 1914, during December. 
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they are minor fluctuations which do not distort the major move- 
ments of velocity. 

But as an absolute figure has certain uses which are not met 
by the relative series, the purpose of the present section will be 
to fill this need. A clue to the answer is found in the total debits 
figure during 1927 of one of the Big Five banks. This figure and 
the one for its average deposits in 1927 permit the calculation of 
its absolute debits velocity during that year: 


debits £10,135,000,000 





velocity = = 33.4. 


deposits 303,300,000 


The computation is on the basis of total deposits. To obtain the 
velocity of current accounts, Midland Bank’s ratio of current 
accounts as percentage of total deposits may be divided into the 
foregoing figure, on the assumption that both figures should not 
be far from the average for all banks: 

debits 33-4 


velocity = ——____—___ == 60.0 . 
55.7% deposits .557 


This figure is double that calculated by Carl Snyder for the 
velocity of demand deposits in the entire United States in 1927. 
A critical comparison of the two results, for England and for the 
United States, is difficult without some way of segregating Lon- 
don financial turnover from the total of English debits, but they 
suggest the relatively greater volume in England of high-veloc- 
ity financial transactions in the total turnover of bank deposits. 

Another figure of interest to the student of banking may be 
derived from the data now available, namely, the proportion of 
debits which appear as clearings. Total deposits of the nine Lon- 
don clearing banks during 1927 were £1,676 millions, with an 
estimated velocity of 33.4, indicating estimated debits of £56,000 
millions. Compared with this are actual London total clearings 
of £41,550 millions, or 74.2 per cent of the estimated debits. 

The inverse of this is the ratio of debits to clearings. The figure 
is 1.35. The ratio in either form is an indicator of two influences, 
the geographic or interbank dispersion of business payments, on 
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the one hand, and, on the other, the integration of banking by the 
system of branch banks. It is a measure of the extent to which 
bank debits are cleared internally, or to a small degree externally, 
without passing through the London clearing hove. About 25 
per cent of all debits were cleared in this way durit., 1927. This 
figure might be further refined by making an allowance for the 
turnover of time deposits and the effect of agency operations in 
reducing clearings through the clearing house, as well as by in- 
cluding provincial clearings and deposits of other banks in the 
calculation. The figure as it stands, however, may be accepted 
as a fair estimate of check dispersion and banking integration, 
within the limits imposed by the data. 


ANALYSIS OF RESULTS: VELOCITY AND CLEARINGS 


Since 1920 the short-term movements of velocity have been 
largely dominated, in a statistical sense, by the movements of 
bank clearings. This is because velocity is a statistical ratio and 
consequently a change in velocity is the relative change of its two 
components. The secular trend of velocity is the relative trend 
of clearings and deposits. The seasonal and cyclical-irregular 
variations of velocity are the relative variations of clearings and 
deposits. These short-term variations of velocity except in 1920- 
21 have been chiefly shaped statistically by the predominant in- 
fluence of clearings fluctuations on the movements of the ratio. 
Velocity of current accounts (Charts IV, V, VI), in a statistical 
sense, receives its trend from both parent-series, but its cyclical 
characteristics, except in 1920-21, are very much the same as 
those of the clearings component. 

A survey of the various clearings series is therefore of interest. 
Examination of them reveals many points of similarity in their 
major time-series movements. This is especially true of the Met- 
ropolitan, Country, and Provincial series. Town clearing is sub- 
ject to irregularities which set it somewhat apart, but the other 
three series are marked by gradations in direction and intensity 
of movement which command attention. Metropolitan has higher 
trend and greater seasonal than either Country or Provincial, 
but is less vigorous in its cyclical-irregular movement. Country 
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occupies an intermediate position between Metropolitan and Pro- 
vincial in respect both of trend and of cyclical-irregular variation. 
The seasonal movements of all four series possess a strong family 
resemblance despite their individual peculiarities. 

A striking correspondence exists among Metropolitan, Coun- 


CHART VI 
VELOocITY, PRODUCTION, AND EMPLOYMENT IN ENGLAND* 
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try, and Provincial clearings not only as to turning-points but also 
as to detailed fluctuations. It is not certain that this indicates a 
sympathetic variation of transactions in the various districts of 
England; it may instead be due to the heterogeneous compilation 
of the series. They are heterogeneous in the sense that they do 
not provide a self-contained picture of transactions within each 
district; except in the case of Provincial clearings, which are af- 
fected by the speculative commodity markets of outlying centers, 
each series is colored by payments from within the district to the 
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other two zones and in particular to the Town district. The pres- 
ence of these interzone transactions should serve to prevent the 
too easy assertion that Metropolitan and Country clearings are 
respectively indicators of the “retail trade of the Metropolis” and 
of the “general trade of England.” A reliable definition of their 
field must wait upon more ample data. 


THE SNYDER THESIS 


The construction of an index of velocity for England opens up 
the possibility of testing the Snyder hypothesis in a new setting. 
Are the amplitude and timing of velocity fluctuations in England 
the same as those of trade? A partial barrier to making the test 
consists in the absence of any complete index of English trade like 
Snyder’s general index for the United States. The situation is 
similar to that which confronted Professor A. C. Pigou in making 
an indirect test of the Snyder hypothesis.’* Lacking the data for 
testing the hypothesis directly in terms of velocity and trade, 
Professor Pigou drew upon the equation of exchange to provide 
the means of making an indirect test in terms of money and 
M T 
, 
is taken as a postulate, fluctuations in T are equal to those of V, 
in amplitude and timing, if, and only if, fluctuations in M are 
equal to those of P. Professor Pigou therefore undertook to com- 
pare the fluctuations of M and P from 1880 to 1913, using total 
bank credits as his indicator of M. However, just as there is no 
general index of English trade to compare with the velocity index, 
so also there is no general index of English prices to compare with 
the index of total bank credits. He therefore based his compari- 
son on an index of wholesale commodity prices, which form only 
one group in the entire price structure properly to be related to 
total bank credits. 

This in itself is not a complete solution of the problem. The 
problem is to secure a substitute series which will accurately por- 
tray one or more of the major time-series movements of the un- 
available series that it replaces. While the comparison logically 


prices. When the equation of exchange, MV =PT or 


* A.C. Pigou, Industrial Fluctuations (1927), pp. 149-51. 
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is made between two congruous series, if necessary either or both 
of these series may be replaced by another, if the latter is an ade- 
quate indicator of the significant movements of the series for 
which it is used as a substitute. In the case of bank credits and 
prices, one of three conditions must exist if the comparison of 
total bank credits with wholesale prices is to be accepted at face 
value: (1) wholesale prices are representative in their move- 
ments of the entire price structure properly to be related to total 
bank credits; or possibly (2) the movements of total bank credits 
are representative of those of the smaller group of credits to be 
related to wholesale prices; or possibly (3) the two series are 
accurate representatives of two other, unknown, congruous ele- 
ments in the price and the credit structures. But neither of the 
first two conditions is satisfied, and no evident basis exists for 
considering the third possibility. Snyder has shown that whole- 
sale prices in the United States are more violent in their fluctua- 
tions than the other prices in a general price index; thus there is 
no reason to accept wholesale prices in England as representative 
of the general price movement, without confirmatory evidence. 
Nor is there any reason to suppose that the movements of those 
bank credits which are related to wholesale prices follow the same 
course as the movements of total bank credits. 

If wholesale prices are used as a substitute for general prices, 
due allowance must therefore be made for their presumably 
greater amplitude of fluctuation. In the light of this considera- 
tion, a re-examination of Professor Pigou’s data suggests that, 
far from disproving Mr. Snyder’s thesis, they may come close to 
supporting it. If Professor Pigou’s figures of 5 and 10 per cent 
are accepted as the respective amplitudes of fluctuation of yearly 
credits and yearly wholesale prices, general prices will swing 
through a range somewhat less than 10 per cent. How much less 
is at present purely a matter of guesswork, but if any conclusions 
are to be drawn, it would be as valid a guess as any to assume a 
range half as great, which is 5 per cent. If this should actually 
be the case, Professor Pigou’s data would have established the 
pre-war validity of the Snyder hypothesis for England instead of 
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destroying it, so far as it relates to the average amplitude of fluc- 
tuation. 

If we now undertake a similar analysis of post-war data, on 
velocity and trade, it will lead to similar conclusions. No direct 
measure of general trade exists to compare with velocity, but 
there are two indicators of trade conditions in the London and 
Cambridge production index (a pioneer in its field) and the Min- 
istry of Labour figures of unemployment relief among insured 
workers. The unemployment percentage is an inverse indicator 
of trade, and is turned into a direct measure by the device of sub- 
tracting each item from 100 to obtain a “percentage of insured 
workers in employment.” Neither of the two series is a wholly 
adequate measure even of its own field. They are limited in their 
construction in a way that compels caution in their use. The pro- 
duction index omits important industries and for other industries 
uses series which exaggerate the extent of fluctuations in produc- 
tion. The employment series does not take adequate account of 
part time nor include unemployment due to trade disputes; it 
gives, for instance, an exaggerated impression of the number of 
persons employed during the coal strikes of 1921 and 1926. 
Better series have recently become available in the Board of 
Trade’s new production index and in Mr. C. G. Clark’s compila- 
tion of employment figures, but these series unfortunately do 
not as yet cover the full period since 1920. 

The three curves, velocity, production, and employment, can 
best be examined in Chart VI. The amplitude of fluctuation of 
an index of general trade would place it on the chart between em- 
ployment and production and might locate it closer to the em- 
ployment curve than to the index of production. The exact loca- 
tion and timing of trade may only be surmised, but velocity’s sim- 
ilarly intermediate position on the chart gives positive support 
to the thesis that adequately constructed indexes of general Eng- 
lish trade and velocity would have similar amplitudes and timing. 
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ENGLISH THEORIES OF FOREIGN TRADE 
BEFORE ADAM SMITH 
[Concluded] 


VI. LEGISLATIVE PROPOSALS OF MERCANTILISTS 
I. INTRODUCTORY 


E mercantilist writers were often critics of the prevail- 
ing legislation, and they cannot be understood unless this 
is constantly borne in mind. The actual body of statutes 

and proclamations in force at any one time was always an unco- 
ordinated accumulation of measures adopted at various periods 
and for various reasons, and was far from conforming to any 
self-coherent set of ideas or principles with respect to trade pol- 
icy. Of these laws and proclamations there were always a number 
which were non-enforced or were only spasmodically enforced, 
either because their legal status was questionable or because 
change of circumstances or of official or public opinion made their 
strict enforcement inconvenient or impossible. There were others 
which were flagrantly violated, sometimes in spite of efforts to 
enforce them, sometimes with the connivance of corrupt or un- 
sympathetic officials. 

The laws and proclamations were not all, as some modern ad- 
mirers of the virtues of mercantilism would have us believe, the 
outcome of a noble zeal for a strong and glorious nation, directed 
against the selfishness of the profit-seeking merchant, but were 
the product of conflicting interests of varying degrees of respecta- 
bility. Each group, economic, social, or religious, pressed con- 
stantly for legislation in conformity with its special interest. The 
fiscal needs of the crown were always an important and gener- 
ally a determining influence on the course of trade legislation. 
Diplomatic considerations also played their part in influencing 
legislation, as did the desire of the crown to award special privi- 
leges, con amore, to its favorites, or to sell them, or to be bribed 
into giving them, to the highest bidders. After the Revolution 
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the crown’s authority in matters of trade regulation was largely 
shorn away, and factional jealousies and party rivalries replaced 
the vagaries of monarchical whim as a controlling factor in trade 
policy. 

The mercantilist literature, on the other hand, consisted in the 
main of writings by “merchants” or business men, who had the 
usual capacity for identifying their own with the national wel- 
fare. Disinterested exposition of trade doctrine was by no means 
totally absent from the mercantilist literature, and in the eight- 
eenth century many of the tracts were written to serve party 
rather than self. But the great bulk of the mercantilist literature 
consisted of tracts which were partly or wholly, frankly or dis- 
guisedly, special pleas for special economic interests. Freedom 
for themselves, restrictions for others, such was the essence of 
the usual program of legislation of the mercantilist tracts of mer- 
chant authorship. 

There follows a survey of the specific legislative proposals of 
the mercantilist writers with respect to the regulation of foreign 
trade proper. A complete survey would require consideration 
also of their recommendations for dealing with the fisheries, the 
colonial trade, the interest rate, labor and population, and poor 
relief, as well as with the monopolies and the internal regulation 
of manufacture, for all of these subjects were approached more 
or less in terms of their bearing on the balance of trade. Space 
limitations, however, prevent such extension of this essay as 
would be necessary to deal with these even sketchily, and in any 
case the mercantilist doctrines with respect to some of these 
topics have been ably and comprehensively dealt with in their 
special literatures. Sufficient has already been said to make clear 
the relationship to mercantilist trade doctrine of proposals for 
restricting hoarding or the conversion of bullion into plate, for 
prohibiting or subjecting to heavy taxation use of the precious 
metals for making thread or cloth or for gilding, and for increas- 
ing the monetary circulation through the introduction of paper 
money, to make unnecessary further discussion of such pro- 


posals. 
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2. BULLIONIST PROPOSALS 

Following the common usage, the term “bullionist” will be ap- 
plied to the measures intended to promote the mercantilist ob- 
jectives through direct regulation of transactions in the exchanges 
and in the precious metals. Even prior to 1600 opinion in support 
of the policy of controlling specie movements indirectly through 
control of trade, instead of directly by regulation of exchange 
and specie transactions, seems already to have been fairly com- 
mon. As early as 1381, Aylesbury said that the way to prevent a 
drain of specie was to prevent more merchandise from coming 
into England than was exported from it. An anonymous writer 
in 1549 stated that regulation of trade so as to bring about a sur- 
plus of exports over imports was the only means of securing an 
influx of bullion.* An official memorandum of 1559, justifying 
the restoration of the currency to its former metallic content, 
denied the efficacy of raising the nominal value of the standard 
coin as a means of preventing its export.’ In the sixteenth cen- 
tury manuscripts discovered by Pauli there are to be found 
both bullionist and non-bullionist proposals. Revival of the 
staples and enforcement of the Statutes of Employment are 
recommended. The acceptance by English sellers of wool of ex- 
change in lieu of specie in payment for their wool should be pro- 
hibited. English coin should be overvalued in exchange for for- 
eign coin, so as to attract foreign gold and silver. But imports 
of unnecessary foreign goods are to be restrained.* Hales had 
made one of the participants in his dialogue urge that some Eng- 
lish commodity be made salable to foreigners only in exchange 
for specie in whole or in part, but in the course of the discussion 
heavy export duties on wool, the prohibition of the export of un- 

* Bland, Brown, and Tawney, English Economic History, Select Documents 
(1914), p. 222. 

* “Polices To Reduce This Realme of England” [1549], 7. £. D., III, 315: “The 
only means to cause much bullion to be brought out of other realms unto the 
king’s mints is to provide that a great quantity of our wares may be carried yearly 
into beyond the seas and less quantity of their wares be brought hither again.” 

* “Memorandum of the Reasons moving Queen Elizabeth to Reform the Coin- 
age” [1559], T. E. D., Il, 195. Cf. also [John Hales], A Discourse Of The Common 
Weal [1581], Miss Lamond ed., p. 79. 

* Pauli, Drei volkswirthschaftliche Denkschriften, pp. 12, 32, 56, 64, 66, 71, 76. 
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wrought goods, and either prohibition of import of competitive 
foreign goods or duties high enough to make them more costly 
than similar domestic goods, are recommended.* 

Bullionist proposals, on the other hand, were still common in 
the seventeenth century. Malynes advocated the revival of the 
Royal Exchanger, with a monopoly over exchange transactions, 
the maintenance of the mint par by royal proclamation as the ac- 
tual rate of exchange, and prohibition of the export of bullion.° 
Revival of the official regulation of exchange rates was urged 
also by Milles,” Maddison,* and Robinson;* and Rowe, following 
Malynes, suggested that exchange rates be fixed by treaty with 
foreign governments." Mun in his first book”* (though not in 
his second**) , Rowe,** and Violet** wanted enforcement of the old 
Statutes of Employment. Many writers until late in the seven- 
teenth century urged the enforcement of the prohibitions of the 
export of coin and bullion, or after 1663, when the export of bul- 


* Op. cit., pp. 66, 87-88. 

*A Treatise of the Canker [1601], T. E. D., Il, 308 ff.; The Center of The 
Circle of Commerce (1623), pp. 70 ff., 121 ff., 139. 

"The Customers Replie (1604), passim. 

* Sir Ralph Maddison, Great Britains Remembrancer [1640] (1655), pp. 16 ff. 

* Certain Proposals In Order To the Peoples Freedome [1652], in W. A. Shaw, 
Select Tracts . . . . Illustrative of English Monetary History (1896), p. 77. 

* Sir Thomas Rowe, The Cause of the Decay of Coin and Trade in this Land 
[1641], Harleian Miscellany, 1809 ed., IV, 457. 

" A Discourse of Trade from England unto the East-Indies [1621], in McCul- 
loch ed., Early English Tracts On Commerce, p. 44. 

*In Englands Treasure By Forraign Trade, Chaps. VIII-XIV, Mun presents a 
detailed and able criticism of the whole gamut of bullionist devices, including the 
Statutes of Employment. 

* Op. cit., p. 458. 

* An Humble Declaration . . . . touching the transportation of Gold and Sil- 
ver (1643), p. 27 (advocates revival of 14 Ed. III, c. 21, requiring exporters to 
bring into England a proportion of their receipts in gold) ; A True Discoverie To 
The Commons Of England, How They Have Been Cheated of almost all the Gold 
and Silver Coin of this Nation [1651], reprint at end of Mysteries And Secrets Of 
Trade and Mint-Affairs (1653), p. 83 (advocates revival of 3 Hy. VII, c. 8, one of 
the Statutes of Employment proper, applying to merchant-strangers and requiring 
them to employ the money they receive through the sale of foreign goods in the 
purchase of English merchandise). 
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lion and of foreign coin was legalized, their revival.** But with 
the exception of a minor lapse by Steuart,** there does not ap- 
pear to have been any support of any of the bullionist devices 
among the prominent eighteenth-century writers. 


3. PROHIBITIONS VS. DUTIES 

The principal non-bullionist measures proposed by the mer- 
cantilists as means to secure a favorable balance of trade con- 
sisted of: restraints on the importation of foreign goods, espe- 
cially manufactured goods and luxuries; encouragements to the 
export of English manufactured products; restraints on the ex- 
port of raw materials; encouragements to the re-export trade; 
and restrictions on English industries which interfered with other 
industries or with trades which, on mercantilist or other grounds, 
were regarded as of greater importance. 

Imports could be restricted either by the imposition of duties 
or by absolute prohibitions. Both methods were used and advo- 
cated, and many writers revealed no clear preference as between 
them. But they were more different in appearance than in fact. 
When writers asked for duties rather than prohibitions, they 
usually wanted duties high enough to be prohibitive of import. 
When the government imposed prohibitions rather than duties, it 
often granted to particular trading companies or individuals ex- 
clusive licenses to import. Many of the prohibitions were un- 
doubtedly established primarily to obtain revenue by the sale 
of licenses to import rather than to promote a favorable balance 

* E.g., Rowe, op. cit., p. 457; Violet, An Humble Declaration . . . . (1643), pp. 
30 ff.; A True Discoverie .... (1651), passim; Mysteries and Secrets... . 
(1653), PP. 35, 39, etc.; Et A Dracone (1668), p. 4; [Petyt], Britannia Languens 
(1680), in McCulloch ed., Early English Tracts On Commerce, pp. 307 ff.; Cary, A 
Discourse of Trade (1695, under different title), reprint of 2d ed. (1745), p. 31 
(Cary, however, refers specifically only to exports of coin by the East India Com- 
pany); Hodges, The Present State of England, As To Coin and Publick Charges 
(1697), p. 105; [Pollexfen], England and East-India Inconsistent in Their Manu- 
factures (1697), p. 48. 

* Principles Of Political Economy (1767), Works, III, 442-43: “But when the 
balance turns against him [i.e., “the statesman”’] in the regular course of business, 
not from a temporary cause, then he may lay restraints upon the exportation of 
specie, as a concomitant restriction, together with others, in order to diminish the 
general mass of importations, and thereby to set the balance even.” Cf. also 
[George Blewitt], An Enquiry Whether A General Practice of Virtue tends to the 
Wealth or Poverty ... . of a People?” (1725), p. 60. 
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of trade.*’ Some writers expressed a preference for import duties 
rather than prohibitions without stating their reasons, but prob- 
ably because duties seemed less severe.** Other writers recom- 
mended moderate duties rather than high duties or prohibitions, 
because the latter were too severe and would lead to fraud, 
whereas duties could be enforced and would at least produce 
revenue.*® But other writers objected to the sacrifice of trade 
interests to fiscal considerations,” while Steuart suggested that 
prohibitions could be more effectively enforced than duties if 
the latter would have to be high.” 

Some writers advised that restrictions on imports should not 
be carried too far, lest they excite foreign retaliation against 
English exports.** Other writers replied, however, that there was 
little or no danger of foreign retaliation. England exported neces- 
saries and imported “toys,” and therefore had nothing to fear.** 
Other countries already restricted the imports of things they 
could produce themselves; other things must be gotten some- 
where, and they would hurt themselves if they refused to buy 

* Cf. Thomas Violet, Mysteries And Secrets (1653), pp. 8-9: “But there are 
governments which are for the private advantage of a few men, procuring prohibi- 
tion of importation of several commodities but only by particular men, and ex- 
portation of our native commodities, but only by particular men, and only for 


some ports, and at some seasons of the year.” Violet is not objecting here to the 
restrictions, but to the special exemptions therefrom. 

*E.g., Petty, Treatise of Taxes [1662] Economic Writings, Hull ed., I, 60. 
Petty recommended that the duties be high enough to make foreign finished com- 
modities dearer than competing domestic commodities, and if the imports much 
exceeded the exports he would support absolute prohibitions. 

*E.g., “Polices To Reduce This Realme Of Englande” [1549], 7. £. D., Il, 
332; Fortrey, Englands Interest And Improvement [1663], Hollander ed., p. 28; 
{Sheridan}, A Discourse On The Rise and Power Of Parliaments [1677], Bannis- 
ter ed., pp. 210-11; Barbon, A Discourse Of Trade [1690], Hollander ed., p. 37; 
Arthur Dobbs, An Essay on the Trade and Improvement of Ireland (1729), p. 30. 


* See infra, p. 414. 

™ Principles Of Political economy [1767], Works, II, 4. 

* E.g., Robinson, Englands Safety in Trades Encrease (1641), p. 9; Barbon, A 
Discourse Of Trade [1690], Hollander ed., p. 37. 


* [Hales], A Discourse Of The Common Weal [1581], Miss Lamond ed., p. 67; 
The Present State Of Ireland Consider’d (Dublin, 1730), p. 29 (the reference here 
is to Ireland, however, and not England). 
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them where they could best be gotten. Most-favored-nation 
clauses in commercial treaties, moreover, prevented them from 
discriminating against England in their trade regulations.* “No 
wise nation takes from another what they can be without; and 
what they cannot be without, they must take, prohibit what you 
please.’’** 

One argument made repeatedly by the opponents of the French 
treaty of 1713 in support of treating Portuguese wines more 
favorably than French wines was that the balance of trade was 
more favorable with Portugal than with France, and that lighter 
duties should be imposed on the imports of the former, either be- 
cause retaliation would therefore be more injurious to England in 
the case of Portugal,”® or because Portugal’s capacity to buy 
English goods would be reduced if England did not take her 
wine.” 

Those who urged restraints on the exportation of raw mate- 
rials—especially wool—almost invariably advocated prohibi- 
tions, probably because on mercantilist grounds a stronger case 
could be made for shutting-off access of foreigners to English raw 
materials than for completely shutting-out foreign imports, with 


the resultant danger of foreign retaliation, loss of shipping traffic, 


™* [David Bindon], A Letter From A Merchant Who has left off Trade (1738), 
p. 47. Mildmay, in another connection, claimed that countries carried out their 
obligations under most-favored-nation treaties only when it suited their conven- 
ience—The Laws and Policy of England (1765), p. 78. 

*“On the neglect of trade and manufactures,” Scots Magazine (1740), Il, 
475-77. Cf. also [Simon Clement], The Interest of England, As it stands with Re- 
lation to the Trade of Ireland Considered (1698), pp. 13-14: “And though this 
Caution [i.e., the danger of foreign retaliation] hath been often urged in Discourses 
of Trade, yet I never knew one instance of any nations being piqued at another to 
such a degree as to break off their commerce; though I have known several in- 
stances of such occasions given. Some prevailing regard, either to the benefit of 
the customs, the profit of the merchants, or the like, is always had; so that govern- 
ments seem to be steered by this principle, that if they cannot vend in trade as 
much as they would, they will yet continue to sell what they can, and acquiesce 
with the shopkeeper’s rule, that custom is no inheritance; if they lose one chap- 
man, they get another. 

* E.g., The British Merchant [1713], 3d ed. (1748), I, 3. 

* E.g., Joseph Massie, Ways and Means for Raising the Extraordinary Supplies 
(1757), p. 27 (cited from Br. Suviranta, Theory Of The Balance Of Trade in Eng- 
land (Helsingfors, 1923), p. 30. 
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and so forth. It was always assumed by advocates of export pro- 
hibitions on raw materials that if foreigners could not take them 
unmanufactured they would be forced to buy them in manu- 
factured form, so that trade would gain instead of lose thereby.** 

There were few criticisms of the absolute prohibition of export 
of raw materials, and especially wool.” But the objection was 
sometimes made that the continental weavers were not as de- 
pendent on English wool as the advocates of the prohibition 
claimed, and that the prohibition would not be effective, there- 
fore, in preventing the development of a continental woolen indus- 
try. Sheridan also recommended “vast” duties on the export of 
raw material, especially wool, with additional duties when at- 
tempt was made to export without paying the tax, in preference to 
the absolute prohibition then in force, infraction of which was a 
felony punishable by death. If the penalty for violation were a 
fine, instead of death, many would turn informers “who now out 
of tenderness of men’s lives forbear the discovering this injurious 
practice.”*° Petty asked whether when English clothiers could 
not sell all the woolens that were already produced, would it not 


be better to lessen sheep-raising and transfer the labor to tillage. 
If additional corn was not needed, and there were no idle hands 
and more wool than could be worked up, it would be proper to 
permit the export of wool. But if the advantages of the Dutch in 
making woolens exceeded those of the English by only a little, so 
that it would be easy to turn the scale in favor of English woolens, 
he favored the prohibition of export of wool.” 


4. DISCRIMINATORY TREATMENT OF DOMESTIC INDUSTRIES 


The argument for international specialization in industries is, 
of course, the central point in free-trade doctrine. There were 


* The export of wool was first prohibited in 1647. Other commodities whose 
export was prohibited were fuller’s earth, pipe clay, hides, lead, and knitting ma- 
chinery. 

* Cf., however, Reasons for a Limited Exportation of Wool, 1677 (not con- 
sulted) ; Davenant, An Essay On the East-India Trade [1697], Works, I, 98 ff; and 
John Smith, Chronicon Rusticum-Commerciale, 1747, passim. 

* A Discourse On The Rise and Power Of Parliaments [1677], Bannister ed., 
PP. 198-99. 

™ Treatise of Taxes [1662], Economic Writings, Hull ed., I, 59. 
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some instances, however, of writers who were so anxious that 
England specialize in some particular industry or industries that 
they proceeded to the length of a sort of inverted protectionism, 
and proposed that other domestic industries which competed 
with the ones they regarded as of special importance to England 
should be suppressed or limited. As early as 1564 Cecil suggested 
that it would be good for England to make and export less cloth, 
so that corn should not have to be imported, because cloth-mak- 
ers were harder to govern than farmers, and because so many 
were employed in making cloth that labor had become scarce for 
other occupations.** An anonymous writer in 1691 opposed any 
attempt to set up a linen industry in England, because it would 
interfere with the woolen industry by causing an increase in spin- 
ning wages.** Another writer argued that: 

Because the woolen and silk industries are the staple of our trade, and 
the most considerable and essential part of our wealth, the fund of our ex- 
portation and so forth, it was therefore the common interest of the whole 
kingdom to discourage every other manufacture, whether foreign or assumed 
[i.e., domestic?] so far as they interfere with the prosperity of the staple 
industries.** 


Defoe approved of encouraging all manufactures that could be 
set up in England, but “with this one exception only, namely, that 
they do not interfere with, and tend to the prejudice of the woolen 
manufacture, which is the main and essential manufacture of 
England.”** Arthur Young argued that because agriculture was 
more valuable to England than manufactures, no encouragement 
should be given to the increase of manufactures until England 


™ “Memorandum By Cecil On The Export Trade In Cloth and Wool” [15647], 
T. E. D., Ul, 45 ff. 

™ The Linen and Woolen Manufactory discoursed .. . . [1691], in John Smith, 
Chronicon Rusticum-C ommerciale, I, 383-88. 

* A Brief State of the Question Between the Printed and Painted Cailicoes, and 
the Woollen and Silk Manufacture, 2d ed. (1719), Introduction, p. 4. This pam- 
phlet was directed against the calico industry. In answer to it, Asgill replied that 
neither silks nor calicoes were “staple commodities,” that calicoes competed with 
silks rather than with woolens, and that there was therefore as strong a case for 
restriction of the silk as of the calico industry —Asgill, A Brief Answer to a Brief 
State of the Question . . . . (1719). 

* [Daniel Defoe], An Humble Proposal To The People Of England, For the In- 
crease of their Trade, And Encouragement of their Manufactures [1729], The 
Novels And Miscellaneous Works (Oxford, 1841), XVIII, 50. 
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was completely cultivated, “it being proved that, until such culti- 
vation is complete, the generality of them [i.e., manufactures] 
are a prejudice to the state, in that circumstance of not being em- 
ployed about the most important concern of it.””** 

Those who presented such arguments were usually, of course, 
special advocates of some particular industry rather than disin- 
terested students of the general welfare, but it is of interest that 
they should have thought it possible to appeal to the public by 
such reasoning. There was, in fact, some actual legislation based 
on the principle of discouraging industries which interfered with 
other industries regarded as of superior importance. Defoe cited 
the prohibition of the cultivation of tobacco on the ground that 
it would use land useful for raising wool, and alleged (appar- 
ently without basis in fact) that the mining of inland coal was 
not permitted in certain localities because it would injure the 
shipping trade, as examples of actual measures based on this 
principle. From 1699 to 1720 a series of acts was passed pro- 
hibiting covering buttons with wool, or with silk or mohair im- 
ported from other countries than Turkey, in order to promote 
the English silk industry and the trade with Turkey, with which 
country the balance of trade was favorable. Further examina- 
tion of the trade legislation would no doubt reveal additional 
measures involving the deliberate discouragement of one Eng- 
lish industry in order to benefit another. 


5. THE RE-EXPORT TRADE 
To foster the re-export or entrepét trade, and to win the 
carrying trade away from the Dutch without opening the domes- 
tic market to foreign goods, free ports, drawbacks, and bonded 
warehouses were generally approved by even the extreme mer- 
cantilists,** but some writers approved of the prevailing restric- 


* [Arthur Young], The Farmer's letters To The People of England, 2d ed. 
(1768), p. 42. 

* Mun, Englands Treasure by Forraign Trade [1668], Ashley ed., p. 16, advo- 
cated specially favorable customs treatment of the re-export trade. The estab- 
lishment of free ports was specifically recommended by Misselden, Circle of Com- 
merce (1623), pp. 121, 127; B. W., Free Ports (1652) (not available for examina- 
tion) ; Maddison, Great Britains Remembrancer [1640] (1655), pp. 37 ff.; Violet, 
Mysteries And Secrets (1653), pp. 22 ff.; [Sheridan], A Discourse On The Rise and 
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tion of drawbacks of import duties to commodities which could 
not be conveniently manufactured at home.” 

A more important and radical proposal, however, was that all 
import and export duties be abolished, and that there be substi- 
tuted, both for fiscal and for trade regulatory purposes, internal 
excises on the consumption of foreign manufactured products. 
This would free the merchants engaged in re-export trade from 
the inconveniences and expense of the drawback system, and 
thus enable them to compete more effectively with their foreign 
rivals.*® It would at the same time get rid of the customs duties 
imposed on English goods for fiscal reasons and inconsistently 
with mercantilist doctrine.*° Walpole was sympathetic to such a 


Power Of Parliaments [1677], Bannister ed., p. 214; [Petyt], Britannia Languens 
[1680], McCulloch ed., Early English Tracts on Commerce, p. 359; Gee, The Trade 
And Navigation Of Great Britain Considered [1729] (1767), pp. 180 ff. Petty ap- 
parently opposed free ports, because they would facilitate evasion of duties on 
imports for consumption—A Treatise Of Taxes [1662], in Economic Writings, 
Hull ed., I, 61. Some steps toward the establishment of a drawback and bonded- 
warehouse system were taken in the seventeenth century (e.g., 16 Car. I, cs. 25, 29, 
31; 14 Car. II, cs. 11, 25, 27) and further extensions were introduced in the eight- 
eenth century, but England has never had any free ports. The development of the 
English drawback system does not appear to have been made a subject of study 
by anyone as yet. 

* E.g. [Mildmay], The Laws and Policy of England (1765), p. 70. 

” E.g. [Petyt], Britannia Languens [1680], McCulloch ed., Early English Tracts 
on Commerce, pp. 317, 497; Davenant, Reports to the Commissioners [1712/13], 
Works, V, 379; Dobbs, An Essay On The Trade And Improvement of Ireland 
(Dublin, 1729), Part II, pp. 30, 31: “Since all duties inward, besides being disad- 
vantageous to trade, are found to lie at last upon the consumer; and the landed 
interest, the rich and luxurious pay the greatest part; the prudentest and best 
method of raising taxes, and least expensive in trading countries that have many 
ports to guard, and of securing the payment of the duties, and preventing the 
frauds in running them clandestinely, would be to take off all port duties and place 
the taxes upon land, moveables and inland excises. Where the intention is to dis- 
courage the importation of foreign goods prejudicial to the public, there to put 
high licenses and excises upon them in the retailers’ or consumers’ hands; and if 
they are entirely prohibited, then to lay the penalty upon the consumer or wherever 
found.” Cf. also John Collins, A Plea For the bringing in of Irish Cattel, And 
keeping out of Fish Caught By Foreigners (1680), p. 21, where the Dutch use of 
excises not levied until the goods were sold for consumption is credited with being 
“the prime cause of the greatness of the Dutch trade, wealth, and power at sea.” 

“ The mercantilists complained repeatedly against the duties laid on English 
exports for fiscal reasons, and Misselden, in 1623, cited the Dutch as a model to 
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policy, and under his administration the customs system was 
overhauled in the direction of freeing imports of raw materials 
from duty and abolishing export taxes except on commodities 
such as lead, tin, and leather, with respect to which it was sup- 
posed that the dependence on English supplies would force the 
foreigner to bear the tax. On several foreign commodities, also, 
import duties were replaced by excises on domestic consumption. 
In 1733, Walpole proposed to move farther in the same direction 
by substituting internal excises for the import duties on tobacco 
and wine. In support of his proposal, he pointed out that it would 
leave the re-export trade in those commodities wholly free from 
taxation and from the inconveniences and expense of the draw- 
back system.** The proposal has not appeared objectionable to 
later commentators, but Walpole’s political opponents, by ap- 
pealing to the traditional connection of excises with the exercise 
of arbitrary power by the government against the people, and 
stressing the inconveniences which would result if, as alleged, 
acceptance of this limited excise would quickly lead to its wide 
extension, succeeded in arousing violent opposition to the meas- 
ure, and in forcing its abandonment. 


6. EXPORT BOUNTIES 
In 1673, an export bounty was granted on corn. It remained in 
effect, however, only for some five years, but a new bounty was 
established by the famous corn law of 1689, and continued in ef- 
fect, except for temporary suspensions, until 1814. Later, other 
export bounties were granted on linen and silk manufactures, 


follow in this respect because in Holland “their own commodities [were] eased of 
charge, the foreign imposed.” —The Circle of Commerce, p. 135. Cf. also Robinson, 
Englands Safety in Trades Encrease (1641), pp. 8-9; Violet, Mysteries And Se- 
crets (1653), p. 14; Reynel, The True English Interest (1679), pp. 10-11: “No cus- 
toms or very small, should be paid for exportation of our own manufactures. It 
were better to advance the king’s revenue any other way than by gaining custom 
on our own commodities, which hinders exportation, or to encourage foreign com- 
modities that we can make here, to advance the customs”; [Mildmay], The Laws 
and Policy of England (1765), p. 73: “It must give us the utmost concern to find 
several duties at our own ports imposed to satisfy rather the public exigency of our 
government, than to regulate the interest of our foreign commerce.” 

“ [Robert Walpole], A Letter From A Member of Parliament To His Friend in 
the Country, Concerning the Duties on Wine and Tobacco (1733), pp. 21 ff. 
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sailcloth, beef, salt pork, and other commodities, and these 
were not repealed until the nineteenth century. In so far as they 
were on foodstuffs and raw materials, these export bounties would 
seem to run directly counter to mercantilist doctrine. They do 
not appear, however, to have aroused much comment, favorable 
or unfavorable, in the contemporary literature, perhaps because 
the circumstances were then such that they had little practical 
importance. John Houghton, however, defended the first corn 
bounty on the ground that it stimulated production and export.** 
Brewster attacked the second corn bounty on the ground that by 
making corn dearer in England it raised wages and impaired the 
capacity of the English to compete in trade with other countries,“ 
and Dobbs“ and later Decker** claimed that by lowering their 
cost of living it enabled foreigners to undersell the English. Later 
a number of other writers, mainly frank partisans of the agricul- 
tural interest, came to its defense as a stabilizer of prices and a 
stimulus to production and export, and denied that it had resulted 
in an increase of prices to English consumers.** Of the bounties 
on other commodities I have found no discussion of importance.* 


7. INFANT INDUSTRY PROTECTION 
Modern writers often credit Alexander Hamilton or Friedrich 
List with the first presentation of the “infant industry” argument 
for protection to young industries. It is of much earlier origin, 
however, and is closely related both in principle and in its history 
to the monopoly privileges granted to trading companies opening 
up new and hazardous trades and to inventions (the “patents of 


* A Collection Of Letters (1681-83), Ul, 182. 

“ Sir Francis Brewster, New Essavs On Trade (1702), p. 54. 

“Trade And Improvement Of Ireland (1729), Part II, p. 64. 

“ Essay on the Causes of the Decline of the Foreign Trade (1744) (Edinburgh, 
1756), pp. 65 ff. 

“E.g., Gee, The Trade And Navigation Of Great Britain Considered [1729], 
1767 ed., p. 245; [Charles Smith], Three Tracts On The Corn Trade And Corn 
Laws, 2d ed. (1766), passim ; [Mildmay], The Laws and Policy of England (1765), 
pp. 56 ff.; [Arthur Young], The Farmer’s Letters, 2d ed. (1768), pp. 44 ff., and 
Political Arithmetic (1774), pp. 29 ff.; [John Campbell?], Political Essays Con- 
cerning The Present State Of The British Empire (1772), pp. 112-13. 

“ Cf., however [Mildmay], of. cit., pp. 60 ff. 





EARLY ENGLISH THEORIES OF TRADE 417 


monopoly”). A complaint of 1645, that the circumstances which 
originally justified the grant of trading monopolies were no longer 
present, reveals the probable origin of the infant industry argu- 
ment for bounties or import duties: 


Those immunities which were granted in the infancy of trade, to incite 
people to the increase and improvement of it, are not so proper for these 
times, when the trade is come to that height of perfection, and that the 
mystery of it is so well known 


Some early presentations of the argument for temporary pro- 
tection or bounties to “infant industries” follow: 


[I am] fully convinced . . . . that all wise nations are so fond of encour- 
aging manufactures in their infancy, that they not only burden foreign manu- 
factures of the like kind with high impositions, but often totally condemn and 
prohibit the consumption of them 

Upon the whole, premiums are only to be given to encourage manufactures 
or other improvements in their infancy, to usher them into the world, and to 
give an encouragement to begin a commerce abroad; and if after their im- 
provement they can’t push their own way, by being wrought so cheap as to 
sell at par with others of the same kind, it is in vain to force it.°° 

I have now, I think, shewn, Sir, that the linen manufacture . . . . is but 
in its infancy in Britain and Ireland, that therefore it is impossible for our 
people to sell so cheap, or to meet with such a ready sale even here at home, 
as those who have had this manufacture long established among them, and 
that for this Reason, we cannot propose to make any great or quick progress 
in this manufacture, without some public encouragement.®* 

. . . » It must be ridiculous to say to an infant manufacture, or while it 
is in its progress toward maturity, you have no occasion for any public en- 
couragement, because as soon as you can make the quantities and qualities 
wanted, and sell them as cheap as those who have been long in possession 
of the manufacture, you will certainly find a vent for all you can make.*? 

All manufactures in their infancy require not only care, but considerable 
expense, to nurse them up to a state of strength and vigor. The original un- 
dertakers and proprietors are seldom able to lay down at once the necessary 

“A Discourse .... For The Enlargement and Freedome of Trade (1645), 
p. 22. 

® [William Wood], A Survey of Trade (1718), pp. 224-25. 

” Arthur Dobbs, An Essay On The Trade And Improvement of Ireland (1729), 
p. 65. See also ibid., pp. 62 ff. 

™ [David Bindon], A Letter From A Merchant Who has left off Trade (1738), 
p. 24. 

" Ibid., p. 60. 
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sums ; but are obliged to take time, struggle with difficulties, and enlarge their 
bottoms by degrees.®* 


8. MERCANTILISM AND PROTECTIONISM 

It is not easy to make a sharp distinction between mercantil- 
ism and the modern doctrine of protection, for they differ more 
in their distribution of emphasis than in their actual content. 
The modern protectionist urges the importance of restricting the 
imports of foreign goods of a kind which can be produced at home 
in order that domestic production and employment may be fos- 
tered. He does not stress as much as did the mercantilist, and he 
may refrain from discussing, and may even reject, the balance- 
of-trade doctrine. Except in its more popular manifestations, 
modern protectionism does not lay special stress on the desirabil- 
ity of increasing or maintaining the national stock of bullion. But 
most of the arguments commonly used by modern protectionists 
were already current in the mercantilist period. Even during the 
seventeenth century, and frequently during the eighteenth cen- 
tury, tracts were written which made no reference to the balance 
of trade or to monetary considerations, and dealt only with the 
desirability of protecting domestic industries in order to increase 
employment and production. Usually, however, the balance- 
of-trade argument is invoked to reinforce the employment-pro- 
duction argument for import restrictions. Few writers, apparent- 
ly, saw any possibility of conflict between these arguments. But 
the “balance-of-employment” argument, when it asserts that the 
“balance of work” is a better test than the balance of trade of 
whether trade is beneficial or not, can be interpreted as a plea for 
the greater importance of the protectionist than the monetary 
phases of mercantilist doctrine, and one author condemned the 
East India Company because it brought in silks to be consumed 

* “On the neglect of trade and manufactures,” Scots Magazine, II (1740), 477. 
The infant-industry argument is to be found also in Steuart, Principles Of Political 
(Economy [1767], in Works, I, 400 ff., II, 61; and in works of Josiah Tucker which 
were not available for examination. Adam Smith deals with the argument some- 
what overcritically (Wealth of Nations, Cannan ed., I, 422 ff.). 

“ The first use of the term “protection” in the modern sense that I have no- 
ticed is in [John?] Asgill’s A Brief Answer to a Brief State of the Question (1719), 
pp. 10 ff. 
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in England in place of English silks and woolens even if its activ- 
ities did result in more gold coming into England than it took 
out.*®> There are no important differences, also, between the 
legislative devices of the mercantilist and those of modern pro- 
tectionism. The chief differences appear to be that absolute pro- 
hibitions of import are less common, and commercial treaties and 
tariff bargaining relatively more important, now than then, and 
that export prohibitions have almost completely disappeared. 


VII. THE COLLAPSE OF MERCANTILIST DOCTRINE 
I. THE SELF-REGULATING MECHANISM OF SPECIE DISTRIBUTION®® 

After Hume and Smith had written, mercantilism was defi- 
nitely on the defensive and was wholly or largely rejected by the 
leading English economists. That their victory was as great as 
it was, was due largely, of course, to the force of their reasoning 
and the brilliance of their exposition, but it was due also in large 
part to the fact that, even before they wrote, mercantilism as a 
body of economic doctrine had already been disintegrating be- 
cause of dissension within the ranks of its adherents and attacks 
by earlier critics. An important element in its collapse, especially 
in its monetary phases, was the development of the theory of the 
self-regulating mechanism of international specie distribution. 
The most effective formulation of this theory prior to the nine- 
teenth century was by Hume. But all of its constituent elements 
had been stated long before Hume, and several earlier writers 
had brought them together much as he did. 

Stated briefly, the theory is that a country with a metallic cur- 
rency will automatically get the amount of bullion it needs to 
maintain its prices at such a level relative to the prices prevail- 
ing abroad as to maintain an even balance between its exports 
and imports. Should more money than this happen to come into 
that country, its prices would rise relatively to those of other 
countries, its exports, consequently, would fall, and its imports 
increase; the resultant adverse balance of payments would have 
to be met in specie; and the excess of money would thus be 

“ A.N., England’s Advocate, Europe’s Monitor (1699), p. 20. 

“ On this section cf. Angell, The Theory Of International Prices, chap. ii. 
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drained off. If, on the other hand, a country’s monetary supply 
should happen to fall below the amount necessary to maintain 
equilibrium, its prices would fall relative to those abroad, ex- 
ports would rise and imports fall, and the resultant favorable 
balance of payments would bring in an amount of specie from 
abroad sufficient to restore equilibrium. For its formulation and 
its use as a basis for repudiation of certain of the monetary phases 
of mercantilist doctrine, five stages had to be achieved: 
1. Recognition of the dependence of the volume of exports and the volume 
of imports on the relative prices of commodities at home and abroad. 
2. Recognition that international balances must be paid in specie. 
. Acceptance of a quantity theory of money. 
. Integration of the three preceding propositions into a coherent theory of 
a self-regulating international distribution of the money metal. 
. Realization that this theory destroyed the basis for the traditional con- 
cern about the adequacy of the amount of money in circulation in a 
country. 


The first proposition was accepted by most mercantilists, 
early and late, and explicitly rejected by none.’ The second 
proposition was an important element in their own doctrine, and 


was universally accepted. A quantity theory of money of some 
kind, as has already been shown, was held by many of the mer- 
cantilists, and there were few who rejected it once they became 
aware of it. There remain to be examined only the progress 
made toward attainment of the last two stages. Vague statements 
suggestive of the existence of a self-regulating mechanism of 
specie distribution but not specific as to its character will be dis- 
regarded.”* 

Malynes at one point approached surprisingly close to a grasp 
of the self-regulating mechanism. If the manipulations of ex- 

™ A few writers made the point, however, although not in connection with the 
self-regulating mechanism, that import duties would not reduce imports, and might 
even increase them, because foreign goods were mainly luxuries bought because 
they were expensive and different from domestic goods. 

* One very early instance may be quoted: “But I say confidently you need not 
fear this penury or scarceness of money; the intercourse of things being so estab- 
lished throughout the whole world, that there is a perpetual circulation of all that 
can be necessary to mankind. Thus your commodities will ever find out money.”— 
Sir Thomas More in the House of Commons, 1523, cited in Kennett, A Complete 
History of England (1706), Il, 55. 
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change dealers forced English currency below its mint par, coin 
would be exported, home prices would consequently fall, and 
foreign commodities would rise in price because of the increase of 
money abroad.”* Had he proceeded to consider the effect of these 
price changes on the balance of trade and on the flow of specie, 
he would have presented a complete formulation of a full cycle 
of the self-regulating mechanism. He proceeded, instead, to de- 
nunciation of the exchangers. Except for the development of the 
quantity theory of money, I can find no real traces of further 
progress in this connection until the last decade of the seven- 
teenth century.” 

Locke is sometimes credited, wrongly, I believe, with having 
come close to a satisfactory statement of the self-regulating 
mechanism. He states that a country in commercial relations 
with, and using the same metal for currency as, the rest of the 
world requires under given circumstances a certain (presumably 
minimum) amount of money if a certain volume of trade is to 
be carried on at all, or is to be carried on without loss: 

That in a country, that hath open commerce with the rest of the world, 
and uses money, made of the same materials with their neighbors, any quan- 
tity of that money will not serve to drive any quantity of trade; but there 
must be a certain proportion between their money and trade. The reason 
whereof is this, because to keep your trade going without loss, your com- 
modities amongst you must keep an equal, or at least near the price of the 
same species of commodities in the neighboring countries; which they can- 
not do, if your money be far less than in other countries: for then either your 
commodities must be sold very cheap, or a great part of your trade must 
stand still, there not being money enough in the country to pay for them (in 
their shifting of hands) at that high price, which the plenty, and consequently 
low value of money, makes them at in another country 


He proceeds to illustrate by imagining that England loses half 
its money, other things there and elsewhere remaining unaltered. 
Either half the trade, employment, etc., would cease, or prices, 
wages, rents would be cut in half. If the latter should result, 
domestic commodities would be sold abroad cheap and foreign 


” Treatise of the Canker [1601], T. E. D., Il, 392-93. 

* Cf., however, the quotation from John Houghton (1681), p. 297, supra. 

“Some Considerations of the Lowering of Interest [1691], Works, roth ed. 
(1801), V, 49. 
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commodities would be bought dear, to the loss of the country,” 
and labor might emigrate to where wages were high. Eventually, 
because of the relatively high foreign prices, foreign goods would 
become scarce (i.e., imports would fall?). He says nothing as to 
the actual as distinguished from the desirable relations between 
prices at home and abroad, and he gives not even a hint that the 
departure from the initial and desirable situation will breed its 
own correctives, through its influence on price levels, commodity 
balances, and specie flows.** All that Locke had of the elements 
of the self-regulating mechanism was the quantity theory of 
money, with even here the defect that at the critical point he 
failed to make use of it and implied instead that a serious malad- 
justment between prices and the quantity of money was as likely 
to be corrected, presumably permanently, by a consequent 
change in the volume of trade as by a change in prices. 

In dealing with the factors determining the exchange rates, 
Locke was much more penetrating. He explains the exchange 
rate between two countries as due to: (1) “the over-balance of 
the trade,” which, the context shows, means the balance of pay- 
ments resulting from past transactions; and (2) the relative 


plenty of money (identified with liquid capital) which affects 
inversely the opportunities for profitable investment of surplus 
funds, and therefore determines to what country they will flow. 
He states fairly clearly the limits beyond which exchange rates 
cannot move without leading to specie flows. 


“In modern terminology, the “commodity terms of trade” would be less fa- 
vorable.—/bid., pp. 49-50. 

* Angell (op. cit., pp. 19-20) gives a much more favorable interpretation of 
Locke, and credits him with “the first outline that I have discovered of a theory of 
international prices.” But he does so only by reading in effect “what will be” 
where Locke outlines what is desirable but will not necessarily be realized. He ap- 
pears to find Locke inconsistent, because he did not think “that money, despite its 
distribution in a definite proportion to trade, keeps a uniform value throughout 
the world” and quotes, to reveal the inconsistency, a passage which shows clearly 
what I here contend, namely, that Locke did not believe that money is actually 
distributed in a definite proportion to trade: “Money . . . . is of most worth in 
that country where there is the least money in proportion to its trade.”—Locke, 
op. cit., p. 50, italics mine. 

“ Ibid., pp. 0-51. Locke explains both (1) the specie-import point (mint par— 
insurance between Holland and England—-additional cost of shipment because of 





EARLY ENGLISH THEORIES OF TRADE 423 


North, in 1691, presented a concise formulation of an auto- 
matic and self-regulating mechanism, which provides a country 
with the “determinate sum of specific money . . . . required 
for carrying on the trade of the nation.”** It is not, however, 
the mechanism described in the modern theory, and is not, ex- 
plicitly at least, an explanation of the international distribution 
of money.*® The mechanism which he presents consists of an 
automatic ebb and flow of money into and out of circulation ac- 
cording to the unexplained specific requirements of trade. When 
because of troubled conditions money is hoarded, the mints coin 
more bullion, whose source is not explained. When peace returns, 
money comes out of the hoards, the mints cease to coin bullion, 
and the excess of money is melted down “either to supply the 
home trades or for transportation abroad. Thus the buckets work 
alternately; when money is scarce, bullion is coined; when bul- 
lion is scarce, money is melted.” He fails to relate this process 
either to price movements or to movements in the balance of 
trade. 

Samuel Pratt, in 1696, urged that funds be voted to the king 
to meet the expenses of his continental armies and denied that 
the consequent remittances to the Continent would drain Eng- 
land of its silver by an argument which not only corrects the 
“sinews-of-war” emphasis on money but, in spite of its compact- 
ness, is a satisfactory statement of the self-regulating mechanism 


an assumed penalty on the exportation of bullion from Holland) and (2) the point 
at which an English merchant having funds in one country will decide to transfer 
them to another, which will be determined by the relative opportunities for profita- 
ble use in the two countries, the cost of transmission, and the risk connected with 
investment in a foreign country. 

Angell (op. cit., p. 21) finds the first clear statement of the specie-point mecha- 
nism in Clement (1696). The specie points must be clear to merchants as soon as 
they actually engage in bullion and exchange transactions, and Gresham gives an 
adequate statement of the specie import point in 1558.—J. W. Burgon, The Life 
and Times Of Sir Thomas Gresham (1839), I, 485. Cf. also Petty, The Political 
Anatomy Of ireland [1691], in Economic Writings, Hull ed., I, 186: “Exchange 
can never be naturally more than the land and water-carriage of money between 
the two Kingdoms, and the insurance of the same upon the way, if the money be 
alike in both places.” 

“ Discourses upon Trade [1691], Hollander ed., pp. 35-36. 

“ Cf. Angell (op. cit., p. 17) for a slightly more favorable interpretation. 
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if, as seems reasonable, “cheapness of silver” may be interpreted 
as meaning high commodity prices: 

Which uncoined silver will for the most part find its way back again, be- 
cause the carrying over so much every year will glut that place to which ’tis 
carried so that silver will become cheap there, and they must disgorge at 
the best market ; which England, in all probability, will be. And the effect of 


that overbalance which foreigners must, as cases now stand, get by us, can- 
not be carried out of the nation but in other commodities besides silver.** 


William Wood supposes that by accident forty-odd millions 
of public money were to be found in specie under the ruins of 
Whitehall, and were paid out to the public creditors, and pro- 
ceeds to trace the consequences. Interest would fall; either the 
added bullion would be hoarded or converted into plate, or else 
prices and wages would rise and exports consequently fall. If 
the free export of money were not permitted, England, since it 
now had smaller exports and high prices, would therefore now be 
worse off instead of better, with the implication that if it were 
permitted money would be exported in consequence of an unfa- 
vorable balance of payments. From which he concludes that a 
favorable balance of trade is the only way to keep bullion at 
home.” 

Prior, in 1730, expounds one-half of the self-regulating mech- 
anism unobjectionably. After pointing out that the East India 
trade draws silver from Europe, and thereby creates a scarcity 
of it in Europe, apparently in relation to both gold and com- 
modities, he says: 

And if so much treasure shall flow for any considerable time in the same 
channel it may put an end to the trade: for such large remittances in silver 
must in time make this metal plenty in those parts, and as its quantity in- 
creases, its value will lessen; so that by degrees silver may come to bear the 
same proportion to gold in the East Indies as it does in Europe, and their 
commodities will rise in proportion.*® 


Jacob Vanderlint, in 1734, states the mechanism well, although 
his exposition of it is so scattered through his book that it is not 

* (Samuel Pratt], The Regulating Silver Coin, Made Practicable and Easie 
(1696), p. 103. See also p. 104. 


“A Survey of Trade (1718), pp. 335 ff. 
* [Thomas Prior], Observations On Coin In General (Dublin, 1730), p. 13. 
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possible to quote a compact statement of it. In the following 
passage, he comes closest to a unified exposition of the mecha- 
nism: 

But no inconvenience can arise by an unrestrained trade, but very great 
advantage; since if the cash of the nation be decreased by it, which prohibi- 
tions are designed to prevent, those nations that get the cash will certainly 
find everything advance in price, as the cash increases among them. And if 
we, who part with the money, make our plenty great enough to make labour 
sufficiently cheap, which is always constituted of the price of victuals and 
drink, our manufactures, and everything else, will soon become so moderate 
as to turn the balance of trade in our favor, and thereby fetch the money 
back again.7° 

Vanderlint does not approve of this automatic mechanism 
when it operates to raise prices, and advocates the encourage- 
ment of the use of gold and silver in the arts, as a means of pre- 
venting a rise of prices when the balance of trade is favorable.” 

When Hume published his Political Discourses, in 1752, there- 
fore, all the essential elements of the theory of the self-regulating 
mechanism were already available in previous literature, and 
several fairly satisfactory attempts to bring them together into 
a coherent theory had been made. Hume, however, stated the 
theory with a degree of clarity, ability of exposition, emphasis 
on its importance, and consistent incorporation with the remain- 
der of his economic views which were not even distantly ap- 
proached by these earlier writers. His exposition is in its general 
lines now common property, and his own version is readily avail- 
able, so that it is not necessary to present it here."* Some of the 
details of his treatment, however, warrant special attention. He 
adds to the general mechanism the influence of variations in the 
exchange rates on commodity trade as an additional equilibrating 
factor,"* a point which apparently no one had hitherto brought 
directly into an exposition of the larger mechanism of adjust- 
ment. He remarks that the mechanism is not peculiar to interna- 


" Money answers all Things [1734], Hollander ed., pp. 48-49. 

" Ibid., pp. 93-95. See supra, p. 297. 

"= “Of the Balance of Trade” [1752], in Essays and Treatises on Several Sub- 
jects (Edinburgh, 1809), I, 330 ff. 

® Ibid., p. 331, note. 
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tional trade, but also operates internally between the districts 
of a single country."* He does not quite follow out the conse- 
quences of his analysis to what later exponents of it regard as its 
logical significance for policy, namely, lack of concern about the 
quantity of money in a country; for he disapproves of paper mon- 
ey which is not merely a certificate of deposit of an equivalent 
amount of metallic money, because it drives hard money out of 
the country,”® and he concedes that for wars conducted on for- 
eign soil, and in negotiations with foreign nations, a country de- 
rives benefit from an abundance of metallic money at home.” 

After Hume, the self-regulating mechanism was much more 
frequently and more clearly stated than before. Patrick Murray 
disapproves of paper money because, on quantity-theory 
grounds, it results in a rise of prices, a check to exports, and con- 
sequent depression, but: 

These inconveniences, when arising from a plenty of real money, are fully 
compensated by the riches which occasioned them, and the above stagnation 
of trade will last no longer than other states continue to undersell us, which 
cannot be very long; for the trade of any state will be an inlet to riches, and 
money will flow in upon it till that state be likewise full, and its entrance be 


stopped by the same repletion; from that state it will go to another, and so 
on, till it becomes on a perfect level and equality throughout the whole.” 


Harris presents an excellent statement of the self-regulating 
mechanism."* Like Vanderlint, however, Harris is too much of 
a mercantilist to accept with equanimity the consequences of the 
mechanism when it results in an outward drain of money, and 
recommends hoarding and conversion of bullion into plate as 
means of withdrawing bullion from circulation when otherwise 


"* Ibid., p. 332. 

* Ibid., I, 335 ff.; “Of Money,” ibid., I, 301 ff. 

* Ibid., I, 335. Adam Smith found fault with Hume for having “gone a little 
into the notion that public opulence consists in money,” presumably with these 
passages in mind.—Lectures On Justice, Police, Revenue, and Arms (given about 
1763), Cannan ed. (Oxford, 1896), p. 197. 

" Essays on the Public Debt, on Paper Money and on Frugality (1753/57), 
McCulloch ed., Tracts On Paper Currency And Banking (1857), p. 60. 

™ An Essay upon Money and Coins, Part I (1757), pp. 90-93. Harris does not 
mention Hume, but in his Preface he states that the main part of his essay had been 
written many years before. 
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an outward drain would ensue.” A good statement of the mech- 
anism, in this case free from any mercantilist qualification, is to 
be found also in Whatley.*° 

Vanderlint, Wood, and Harris, as has been shown, acepted the 
automatic regulation of the amount of money in circulation, but 
still retained the mercantilist preoccupation with the amount of 
bullion in the country, as did Hume also to some extent. A few 
mercantilists after Hume tried to find a basis for rejecting the 
automatic mechanism, but with meager results. Wallace replies 
to Hume that if the amount of paper money increases, trade will 
increase. Making an unconscious substitution of “export trade” 
for “trade,” he concludes: “And, as they don’t take paper in 
payment from foreign nations, if they are gainers by trade, they 
must receive the balance in silver and gold.”™ Steuart rejects 
the quantity theory of money, on the ground that prices depend 
on the demand for, and supply of, commodities, and not on the 
quantity of specie. He tries half-heartedly to meet Hume’s ex- 
position of the self-regulating mechanism by stressing the transi- 
tory effects of the sudden change posited by Hume in the quantity 
of money. The removal of four-fifths of the money in circulation 
would annihilate both industry and the industrious. If as a result 
of the lower prices (all of ?) the stock of English goods were to 
be exported, it would mean the starvation of the English people.** 
In any case “reason and experience” refute the quantity theory.” 

* Ibid., Part I, pp. 99, 100. 

” [George Whatley], Principles of Trade, 2d ed. (1774), note, pp. 15, 16. Ben- 
jamin Franklin helped in the preparation of this book, and the notes, which are 
generally superior to the text, have especially been attributed to him. See Jared 
Sparks, The Works of Benjamin Franklin (Boston, 1840), X, 148. 

An interesting and in many respects able discussion of the effect on exchange 
rates and specie flows of the credit operations of banks, deserving the attention of 
those interested in the history of banking theory, is to be found in “Considerations 
relating to the late order of the two banks . . . .” Scots Magazine, XXIV (1762), 
39-41; 89-04. Its general argument is that the existing adverse exchange was due 
to temporary circumstances and should be corrected by borrowing abroad rather 
than by contraction of bank-credit. 

“(Robert Wallace], Characteristics Of The Present Political State Of Great 
Britain, 2d ed. (1758), p. 31. 

" Principles Of Political Economy [1767], in Works, II, 102 ff., 256 ff. 

* Ibid., II, 11s. 
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At one point he suggests a self-regulating mechanism, whereby 
money goes into hoards when in excess and comes out when there 
is scarcity, essentially like North’s, except that Steuart explains 
the movement of specie into and out of hoards as governed by the 
possibility of lending it at interest: 

While there is found a sufficient quantity of money for carrying on recip- 
rocal alienations, those money gatherers will not be able to employ their 
stagnated wealth within the nation; but so soon as this gathering has had the 
effect of diminishing the specie below the proportion found necessary to carry 
on the circulation, it will begin to be lent out, and so it will return to circu- 
late for a long time, until by the operation of the same causes it will fall back 
again into its former repositories.** 


Tucker, in the course of an attempt to refute Hume’s argu- 
ment, follows Hume’s ambiguous terminology too closely, and 
in consequence shifts unconsciously from a discussion of the 
effects on trade of more money to the effects of more wealth, and 
proceeds to a discussion of whether a rich country can compete 
successfully with a poor one.** 

One of the mysteries of the history of economic thought is 
that Adam Smith, although he was intimately acquainted with 
Hume and with his writings, should have made no reference in 
the Wealth of Nations to the self-regulating mechanism in terms 
of price levels and trade balances, and should have been content 
with an exposition of the international distribution of specie in 
the already obsolete terms of the requirement by each country, 
without reference to its relative price level, of a definite amount 
of money to circulate trade. When a country has more money 
than it needs to circulate its trade, the “channels of circulation” 
will overflow, and the surplus money will be sent abroad “to 
seek that profitable employment which it cannot find at 
home.”** What adds to the mystery is that Smith had in his 
earlier Lectures presented approvingly a good summary of 
Hume’s analysis.** 

“ Tbid., Il, 115. 

™ Four Tracts on Political and Commercial Subjects, 2d ed. (Gloucester, 1774), 
pp. 34 ff. 

* Wealth Of Nations [1776], Cannan ed., II, 277. 

“ Lectures on Justice, Police, Revenue and Arms (given about 1763], Cannan 
ed. (Oxford, 1896), p. 197. 
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2. SCARCITY OF MONEY 


It was the constant complaint of the mercantilists that Eng- 
land was suffering from “scarcity of money,” and the main ob- 
jective of the mercantilist proposals, at least during the earlier 
period, was to relieve this scarcity. Many modern writers accept 
these complaints at their face value, and cite dubious historical 
facts as the cause of this scarcity, without either investigating 
what those who complained meant by “scarcity of money,” or 
analyzing the notion for themselves. The mercantilists who 
voiced such complaints rarely made clear precisely what they had 
in mind. But where the context reveals what they were thinking 
of, they meant by scarcity of money some one or some combina- 
tion of the following things: men not having enough “money” to 
buy the things they wanted—.e., general poverty; merchants not 
being able to sell their goods in adequate volume—i.e., “slack 
trade”; merchants not having, or not being able to borrow at 
moderate rates of interest, enough “money” adequately to fi- 
nance their operations—i.e., shortage of capital; high interest 
rates—i.e., scarcity of capital; money of some denominations 
scarce relative to other denominations—i.e., either a misman- 
aged currency, or the ordinary condition of a bimetallic currency 
whenever the market ratios of gold and silver diverge from the 
mint ratios; low prices; prices too high for the existing supply of 
money—an impossibility as a continuing phenomenon. 

Even contemporary writers saw that these complaints rested 
on confused or inadequate economic analysis and heaped ridicule 
upon them. More criticized the notion of scarcity of money as 
early as 1523°°; Starkey makes one of the participants in his dia- 
logue deal disrespectfully with it; and Mun and Child, among 
others, refused to take it seriously: 

Lupset: “For, as touching wool and lead, tin, iron, silver and gold, yea, 
and all things necessary for the life of man, in the abundance whereof stand- 
eth very true riches, I think our country may be compared with any other.” 

Pore: “. . . . All with one voice cry they lack money, and it is nothing 
like that all should complain without a cause.” 

Lupset: “. . . . Men so esteem riches and money, that if they had 
thereof never so great abundance and plenty, yet they would complain 

“ See supra, p. 420. 

"(Thomas Starkey], England in the reign of King Henry the Eighth [ca. 
1538] (1878 print), pp. 89-90. 
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And first concerning the evil or want of silver, I think it hath been, and is 
a general disease of all nations, and so will continue until the end of the 
world; for poor and rich complain they never have enough; but it seemeth 
the malady is grown mortal here with us, and therefore it cries out for rem- 
edy. Well, I hope it is but imagination maketh us sick, when all our parts be 
sound and strong.®® 

Money seems to vulgar observers most plentiful when there is least oc- 
casion for it; and on the contrary, more scarce, as the occasions for the em- 
ployment thereof are more numerous and advantageous; . . . . from the 
same reason it is, that a high rate of usury makes money seems scarce 

I can say in truth, upon my own memory, that men did complain as much 
of the scarcity of money ever since I knew the world, as they do now; nay, 
the very same persons that now complain of this, and commend that time.® 


The common confusion between money and what could be 
bought with money or was valued in terms of money, which was 
usually the explanation of complaints of scarcity of money, was 
pointed out by North” and by the author of Considerations on 
the East India Trade.** At least two writers before Hume ex- 
plained the process of saving, to show that it did not consist 
merely of the piling-up of a stock of actual money.” As has al- 
ready been shown, arguments for the need of more money for the 
building-up of a state treasure had become wholly academic after 


Henry VIII squandered his inheritance, and played little part in 
later mercantilist discussion. The advocates of paper money and 
of credit banking helped to undermine the prestige of the pre- 
cious metals, especially when they claimed that credit and paper 
money could perform all the functions of metallic money. These 


* T[homas] M[un], A Discourse of Trade, From England unto the East-Indies 
(1621), in McCulloch ed., Early English Tracts On Commerce, p. 38. 

” Josiah Child, Discourse About Trade (1690), p. 152. 

” Ibid., Preface. See also North, Discourses upon Trade [1691], Hollander ed., 
p. 36; [Harris], An Essay Upon Money and Coins, Part I (1757), pp. 93-94- 

“ North, op. cit., pp. 24 ff. 

” Early English Tracts On Commerce (1701), McCulloch ed., p. 558. 

* Barbon, A Discourse Of Trade [1690], Hollander ed., p. 20; Joseph Massie, 
An Essay On The Governing Causes Of The Natural Rate Of Interest [1750], 
Hollander ed. (Baltimore, 1912), passim; Hume, “Of Interest” [1752], in Essays 
and Treatises (Edinburgh, 1809), I, 313 ff. Cf. also Davenant, Discourses on Pub- 
lick Revenues [1698], Work, II, 106. 
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considerations, combined with the development of the doctrine of 
an automatic regulation of monetary supplies, left the monetary 
doctrines of the mercantilists in a sad state of disrepair, and pre- 
pared the way for their definitive exposure by Hume and Smith. 


3. THRIFT 


The prevailing glorification of thrift and the acceptance of the 
accumulation of wealth as the end of production operated in a 
twofold way to strengthen the hold of the mercantilist doctrines 
on public opinion. On the one hand, identification of the saving 
process with the accumulation of the precious metals made acqui- 
sition of a greater supply of them the positive side of thrift. The 
stress on frugality, on the other hand, helped to create a preju- 
dice against imports, which then consisted largely of luxuries. 
But the force of these considerations was weakened by counter- 
arguments justifying consumption of luxuries, either for their 
own sake, on the ground that the end of economic activity was 
neither production, nor the accumulation of wealth, but con- 
sumption, or enjoyment of the good things of life;** or as a stim- 
ulus to productive activity, whether because free spending quick- 


“E.g. [Starkey], England in the reign of King Henry the Eighth (ca. 1538] 
(1878), p. 81; Potter, Key of Wealth (1650), p.17: “To have a plentiful share of 
outward comforts, though dear, is an advantage above that of enjoying a less pro- 
portion thereof, though never so cheap, as much every whit as the end is more 
excellent than that means, which without such end serveth to no purpose at all”; 
Barbon, A Discourse Of Trade [1690], Hollander ed., p. 22; Some Considerations 
On The Nature And Importance Of The East-India Trade (1728), pp. 70 ff.: 
“Providence in its infinite goodness designed to make life as easy and as pleasurable 
to mankind as possible, and gave us reason to find out arts, and to make them sub- 
servient to our delight and happiness”; [Lindsay], The Interest Of Scotland Con- 
sidered (1733), p. 63; Vanderlint, Money answers all Things [1734], Hollander ed., 
p. 134: “For trade terminates ultimately in the consumption of things, to which 
end alone trade is carried on.” Cf. Thomas Fuller, The Holy State, And The Pro- 
fane State [1642], Nichols ed. (1841), p. 109: “God is not so hard a Master, but 
that he alloweth his servants sauce (besides hunger) to eat with their meat.” Cf., 
however, Steuart, Principles Of Political Economy [1767], Works, I, 32: “The 
duty and business of man is not to feed; he is fed in order to do his duty, and to 
become useful in his profession 





432 JACOB VINER 


ens trade and circulation,”° or because the prospect of enjoyment 
is an incentive to labor and risk-taking.” 


4. LAISSEZ FAIRE AND FREE TRADE 

The antecedents of Smith’s laissez faire and free-trade views 
are probably rightly to be sought mainly in the philosophic litera- 
ture and in the writings of the physiocrats, rather than in the 
earlier English economic literature. Hume, no doubt, was an 
important influence on Adam Smith. But Hume was primarily 
a philosopher, rather than an economist, and although he must 
have helped Smith to develop his free-trade views, he remained 
a moderate protectionist himself. But if Adam Smith had care- 
fully surveyed the earlier English economic literature, including, 
however, tracts apparently always obscure and already scarce by 
his time, he would have been able to find very nearly all the ma- 
terials which he actually used in his attack on the protectionist 
aspects of the mercantilist doctrine. He would, however, have 
found them scattered, often imbedded in crudely mercantilist 
analysis, and often consisting only of stray and vague anticipa- 
tions of later doctrine of whose full significance their authors 


* E.g., Houghton, Collection Of Letters (1681-3), I, 52; Barbon, A Discourse 
of Trade [1690], Hollander ed., p. 32; Child, A Discourse About Trade (1690), 
pp. 72 ff.; Taxes No Charge (1690), pp. 11 ff.; Vanderlint, Money answers all 
Things [1734], Hollander ed., p. 29. Sir William Temple claimed that the argu- 
ment that extravagance was advantageous was erroneous, even when the spend- 
ing was confined to domestic goods, because it reduced the amount of goods avail- 
able for export, and cited the frugality of the Dutch as a model for the English to 
follow.—Observations Upon The United Provinces Of The Netherlands [1668], 
Works (Edinburgh 1754), I, 132. But Davenant, Discourses on Publick Revenues 
[1698], Works, I, 390-91, and Mandeville, Fable of the Bees [1714], Kaye ed., I, 
186, later claimed that the Dutch were frugal through necessity rather than choice. 


North, Discourses Upon Trade [1691], Hollander ed., p. 27; Davenant, loc. 
cit.; Mandeville, loc. cit.; Vanderlint, loc. cit.; “Impartial essay concerning the na- 
ture and use of specie and paper-credit in any country,” Scots Magazine, XXIV 
(1762), 134; [Harris], An Essay upon Money and Ceins, Part I (1757), p. 30: 
“The word Juxury hath usually annexed to it a kind of opprobrious idea; but so 
far as it encourages the arts, whets the inventions of men, and finds employments 
for more of our own people, its influence is benign, and beneficial to the whole 
society.” Cf. also B-I-, M.D. [William Temple of Trowbridge], A Vindication 
Of Commerce And The Arts [1758], in McCulloch ed., Scarce And Valuable Tracts 
On Commerce (1859), pp. 551 ff. Arthur Young, Political Arithmetic (1774), pp. 
46 ff., defends luxury, because it creates a market for agricultural goods. 
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showed little or no awareness. Caution is necessary lest more be 
read into such passages than was really intended by their au- 
thors, and there has been great exaggeration of the extent to 
which free-trade views already prevailed in the literature before 
Adam Smith. North, Paterson, the author of Considerations On 
The East-India Trade (1701), and Whatley are the only writers 
prior to Adam Smith whom I have found who seem really to have 
been free traders. But certain elements of doctrine tending to 
lead to free-trade views were fairly widely prevalent before the 
publication of the Wealth of Nations. Some of these have already 
been discussed, for the mercantilist doctrines with respect to the 
importance of money and of a favorable balance of trade were 
inconsistent with the principles upon which a free-trade argu- 
ment could be based, and their refutation was a necessary pre- 
liminary to successful formulation of a free-trade doctrine. The 
formulation of the quantity theory of money” and the criticisms 
and qualifications of the balance-of-trade doctrine prepared the 
way, therefore, for the emergence of a comprehensive free-trade 
doctrine. There were other ideas, more immediately related to 
Adam Smith’s argument for free trade, which had attained some 
degree of currency before he wrote. 

There was general agreement that the profit motive was the 
controlling factor in economic behavior, especially of merchants: 
“No man in England never seeketh for no commonweal, but all 
and every for his single weal”; ** “For merchants travail for gain 
and when gain ceaseth they travail no more”; * “Every man will 
sell his wares at the highest price he may”’;**° “And where it is 
said that he is a merchant, and that he ought to have the sea 
open and free for him, and that trades of merchants and merchan- 
dise are necessary to export the surplus of our commodities, and 
then to import other necessaries, and so is favorably to be re- 
spected, as to that it is well known that the end of every private 

* See supra, pp. 288 ff. 

“ [Clement Armstrong], A Treatise concerning the Staple (ca. 1530], in Pauli, 
Op. cit., p. 42. 

” John Hales, “On The Unwisdom Of A New Imposition On Cloth” [1559], 
T. E. D., Il, 224. 

* “Polices To Reduce This Realme . . . .” [1549], 7. E. D., Il, 317. 
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merchant is not the common good, but his own particular profit, 
which is only the means which induceth him to trade and traf- 
fic.”*** “Every man almost is taken with the attention to profit. 
Love doth much, but money doth all”;*°? “Men in trade, more 
especially than the rest of mankind, are bound by their interest; 
gain is the end of commerce”’;*”* “I am afraid there are but few 
men in any country who will prefer the public good to their pri- 
vate interest, when they happen to be inconsistent with one 
another.” 

The concept of the “economic man,” instead of being an in- 
vention of the nineteenth-century classical school as is often al- 
leged, was an important element in the mercantilist doctrine.*” 
Between the attitudes of the two schools toward the “economic 
man,” if the extreme positions of both may be taken for pur- 
poses of contrast, there was this important difference, however, 
that the classical economists argued that men in pursuing their 
selfish interests were at the same time by a providential harmony 
of interests, either rendering the best service of which they were 
capable to the common good, or at least rendering better service 
than if their activities were closely regulated by government, 
whereas the mercantilists deplored the selfishness of the mer- 
chant and insisted that to prevent it from ruining the nation it was 
necessary to subject it to rigorous control. When Malynes made 
the title of one of his tracts read The Center of the Circle of Com- 
merce, Or, A Refutation of a Treatise, Intituled the Circle of 
Commerce, he did so in order to emphasize his thesis that “gain” 
was the “center” or objective of those engaged in economic ac- 
tivities, and that the only way to prevent merchants from bring- 
ing ruin to the commonwealth by their selfish pursuit of gain was 


Fleming, J., “The Case Of Impositions” [1606], in Howell ed., A Complete 
Collection Of State Trials (1816), II, 390. 

** J. R[oberts], The Trades Increase [1615], in Harleian Miscellany, III, 307. 

** [Defoe?], An Essay Upon Loans (1710), p. 14. 

* [David Bindon], A Letter From A Merchant Who has left off Trade (1738), 
p. 12. 

* This is so obvious and so sharply emphasized a phase of the mercantilist doc- 
trine that it is remarkable that no one should previously have pointed out that it 
was not first introduced into economic thought by the classical school. 
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to eliminate by restrictions or penalties the profitability to indi- 
viduals of certain types of transactions which were opposed to 
the common interest.’® In extreme cases this attitude tended to 
lead to wholesale denunciation of the merchant,'” and the belief 
that merchants were governed only by self-interest underlay the 
fundamental mercantilist doctrine of the need for state regula- 
tion of commerce. As Fortrey put it, “the public profits should 
be in a single power to direct, whose interest is only the benefit 
of the whole,” i.e., the statesman.’ 

There was nobody to deny that merchants were governed only 
or predominantly by self-interest, but some spokesmen for the 
merchants replied that so were the other classes, and asked the 
old question: quis custodiet custodes? or warned that those who 
counseled interference by government with the operations of 
merchants, especially if they were merchants themselves, prob- 
ably had some private axe to grind. There follow a few citations 
illustrating these points of view: 


And in general all those who are lazy, and do not, or are not active enough, 
and cannot look out, to vent the product of their estates, or to trade with 


it themselves, would have all traders forced by laws, to bring home to them 
sufficient prices, whether they gain or lose by it.?®° 

There is hardly a commerce, but the dealers in it will affirm, we lose by all 
the rest; and yet it is evident, that in time of peace, the kingdom gets by 
trade in general.1+° 


** See pp. 51, 139, of this tract. 

™ Cf. the scathing indictment of the merchant by James I, in the course of an 
exposition of the duties of a monarch: “The merchants think the whole common- 
weal ordained for making them up; and accounting it their lawful gain and trade, 
to enrich themselves upon the loss of all the rest of the people, they transport from 
us things necessary, bringing back sometimes unnecessary things, and at other 
times nothing at all. They buy for us the worst wares, and sell them at the dearest 
prices ; and albeit the victuals fall or rise of their prices according to the abundance 
or scantiness thereof, yet the prices of their wares ever rise, but never fall, being as 
constant in that their evil custom as if it were a settled law for them. They are 
also the special cause of the corruption of the coin, transporting all our own, and 
bringing in foreign, upon what price they please to set on it.”—Basilikon Doron, in 
The Workes of . . . . James (1616), p. 163. 

™ Englands Interest and Improvement [1663], Hollander ed., p. 13. 

North, Discourses Upon Trade {1691}, Hollander ed., p. 12. 

™* Davenant, Discourses on Publick Revenues [1698], Works, I, 146. 
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Most of the laws that have been made relating to trade, since the Act of 
Navigation, may be presumed were calculated rather for particular interest 
than public good; more to advance some tradesmen than the trade of the 
nation.*24 

. . - » Only to manage a little conceit or selfish intrigue, to encourage 
and procure a monopoly, exclusion, pre-emption, and restraints or prohibi- 
tions; . . . . to restrain, prohibit, and disjoin, not only the industry of His 
Majesty’s subjects with other nations, but even with and respect to one 
another. They will find that all these and many more pretended encourage- 
ments are so far from the things they are called, that they are not only in- 
trigues to make private advantage from the ruin of the public, and arise from 
the mistaken notions and conceits of unthinking men, who neither have tem- 
per nor allow themselves time or opportunity to consider things as they are, 
—but only take them as they seem to be,—a sort of presumptuous meddlers, 
who are continually apt to confound effects with causes, and causes with 
effects—and not to measure the trade, or improvement of house, family, or 
country, and even that of the universe, by the nature and extent of the thing, 
but only by their own narrow and mistaken and mean conceptions there- 
"ie 113 

Most of the Statutes . . . . for regulating, directing, or restraining of 
trade have, we think, been either political blunders, or jobs obtained by artful 
men, for private advantage, under pretense of public good.*"* 


Conflicting counsel was offered as to how to solve this familiar 
dilemma of public administration, namely, how to regulate in the 
public interest the selfish activities of individuals while averting 
the danger lest the regulations themselves be the product of ad- 
vice or pressure from interested groups. The problem was made 
to appear even more serious by the general agreement among 
merchants of all shades of opinion that politicians and landed 
gentlemen were not competent to regulate trade on the basis of 
their own judgment. To the solution offered by some that the 
statesman should take the advice of the merchant,*** others re- 
plied that the merchant was a bad councilor because he always 


™ [Pollexfen], Discourse of Trade, Coyn, And Paper Credit (1697), p. 149. 

“8 [William Paterson], “A Proposal To Plant A Colony in Darien” [1701 MS], 
in Bannister ed., The Writings Of William Paterson, I, 133-34. 

™ [George Whatley], Principles of Trade (1774), p. 33, note. 

™ E.g., Lewes Roberts, Treasure of Traffike [1641], McCulloch ed., Early Eng- 
lish Tracts On Commerce, p. 58: “So when a country is properly seated for traf- 
fic, and the sovereign willing by foreign commerce to enrich his kingdom, the mer- 
chant’s advice is questionless best able to propagate the same.” 
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had private interests to serve. Child advised that neither mer- 
chants, shopkeepers, nor manufacturers should be accepted as 
guides until they had become rich, retired from trade, and “by 
the purchase of lands, become of the same common interest with 
most of their countrymen.’”"** But this was an argument to suit 
the occasion of the moment, and intended to discredit particular 
types of proposals by merchants which did not fit in with his own 
commercial ambitions. Child had no high opinion of the sort of 
regulation of trade which would result from the unaided wisdom 
of the landowner. To a subordinate in the East India Company, 
who had objected against certain instructions that they seemed 
to be in violation of the law, Child is reported to have replied 
that he expected his orders were to be his rules, and not the laws of England, 
which were a heap of nonsense, compiled by a few ignorant country gentle- 
men, who hardly knew how to make laws for the good government of their 
own private families, much less for the regulating of companies and foreign 
commerce.?1¢ 

The general effect of this common discrediting of all advice ex- 
cept such as emanated from one’s self must have been to weaken 
confidence in the possibility of obtaining sound and disinterested 
advice as to the regulation of trade from any source. 

Tending further to weaken confidence in the possibility of the 
beneficial regulation of trade by government was the frequently 
repeated argument that such regulation went counter to human 
nature, and could not succeed as against the power of the profit 
motive."** Some representative instances follow: 

. . . . The trade of the world will not be forced, but will find or make its 
own way free to all appearances of profit.1** 


™ Cited by John Smith, Chronicon Rusticum-Commerciale (1747), Preface, 
I, iv. 

™ Cited by McCulloch, A Dictionary . . . . Of Commerce, American ed. (Phil- 
adelphia, 1845), I, 620, on the authority of Hamilton’s New Account of the East 
Indies, 1, 232. 

™" As early as 1550, Sir John Mason had objected to an ordinance limiting the 
price of cheese and butter, on the ground that it was attempting the impossible: 
“Nature will have her course, etiam si furca expellatur; and never shall you drive 
her to consent that a penny-worth of new shall be sold for a farthing.”—T. EZ. D., 
IT, 188. 

™ “Advice of His Majesty’s Council of Trade, Concerning the Exportation of 
Gold and Silver . . . .” [1660], in McCulloch ed., Tracts on Money, p. 149. The 
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. . . . If the matter in England, is so prepared for an abatement of inter- 
est, that it can not be long obstructed, as he [i.e., “I.C.,” the author of an 
unnamed contemporary tract—probably Culpeper?] saith it is, we need no 
law for stating it, for nature will have its course with us, as well as in other 
countries, and he cannot instance, in any country, where by a law, interest 
is set under 6 per cent and nature is best let alone unforced.*?® 

To pretend after this, that parties shall govern mankind against their gaia, 
is to philosophize wisely upon what may be, and what would be politic to 
bring to pass; but what no man can say was ever put in practice to any per- 
fection; or can be so by the common principles that govern mankind in the 

That tradesmen should cease to seek gain and usurers to love 
large interests; that men that have gain’d money should leave off desiring to 
get more; and that zeal to a party should prevail over zeal to their families; 
that men should forfeit their interest for their humor, and serve their politics 
at the price of their interest No, no, it is not to be done; the stream 
of desire after gain runs too strong in mankind, to bring any thing of that 
kind to perfection in this age. The thing is so impracticable in its nature, 
that it seems a token of great ignorance in the humor of the age to suggest it; 
and a man would be tempted to think those people that do suggest it, do not 
themselves believe what they say about it.1?° 

There is nothing weaker, than pretending to offer particular rules how a 
country may thrive by foreign traffic. Trade must be suffered to take its own 
course, and will find its own channel.124 

Unless our own manufactures are as good of their kinds, and as low in 
their prices as the same goods of other nations are, they will not sell either 
abroad or at home. Trade cannot be forced, but manufacture may be un- 
proven,.!* 


The objections so far considered against government regula- 
tion in the public interest of the selfish activities of the merchant 
rested on the incompetence of the regulators, or the unavailabil- 
ity of unbiased advisers, or the inability of government to cope 


argument is made here to support a recommendation that the exportation of bul- 
lion and foreign coin be permitted without restriction. 

™ Interest of Money Mistaken (1668), p. 10. 

™ [Defoe?], An Essay Upon Loans (1710), pp. 15-17. This is in answer to a 
threat that if the government did not revise its policy the moneyed interests would, 
on party grounds, refuse to lend to it. 

™ Davenant, Report to the Commissioners for Stating the Publick Accounts 
(1712], Works, V, 52-53. 

™ [Patrick Lindsay], The Interest of Scotland Considered (1733), Preface, 
P. iii. 
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with the strength of the profit motive.*** A few writers, how- 
ever, anticipated Adam Smith more or less clearly in formulating 
his fundamental principle that man in pursuing his own ends was 
at the same time usually serving the general good, and that un- 
regulated trade was therefore desirable, not merely because it 
was the lesser of two evils, but because it was positively the serv- 
ant of the public welfare.*** The idea of the natural harmony of 
interests appears already to be present in the following passage 
from Misselden: 

And is it not lawful for merchants to seek their Privatum Commodum in 
the exercise of their calling? Is not gain the end of trade? Is not the public 
involved in the private, and the private in the public? What else makes a 
common wealth, but the private-wealth, if I may so say, of the members 
thereof in the exercise of commerce amongst themselves, and with foreign 
nations??25 


North states it clearly: “That there can be no trade unprofitable 
to the public; for if any prove so, men leave it off; and wherever 
the traders thrive, the public, of which they are a part, thrives 


™ Cf. Vanderlint, Money answers all Things [1734], Hollander ed., p. 58: “I 
am entirely for preventing the importation of all foreign commodities, as much as 
possible; but not by Acts of Parliament, which never can do any good to trade; 
but by raising such goods ourselves, so cheap as to make it impossible for other 
nations to find their account in bringing them to us.” 

™ An intermediate doctrine, which concedes that self-interest is a powerful 
force for good, and should not be reviled or crushed, but maintains that it is also 
capable of doing harm to the commonwealth, and therefore needs to be watched 
and regulated, does not produce as concrete guidance for policy on specific issues 
as do either of the extreme doctrines of self-interest as an evil, on the one hand, 
and the complete harmony of private and social interests on the other, and few 
traces of it are to be found in the literature of the period. It is perhaps implied in 
the arguments of some of the moderate mercantilists, and may be what Petty had 
in mind in the following passage: “We must consider in general, that as wiser 
physicians tamper not excessively with their patients, rather observing and com- 
plying with the motions of nature than contradicting it with vehement administra- 
tions of their own, so in politics and economics the same must be used, for Naturam 
expellas furc& licet usque recurrit.” But the only clear and elaborate exposition of 
this intermediate position I have found is in [Nathaniel Forster], An Enquiry Into 
The Causes Of The Present High Price Of Provisions (1767), pp. 17-22. The rele- 
vant passages are too long for quotation, but they deserve the attention of those 
interested in the history of the laissez faire idea. 


™ The Circle of Commerce (1623), p. 17. 
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also.”"** It is implied in a tract attributed to Child: “. .. . 
Trade is a free agent, and must not be limited or bounded; if it 
be so in any nation, it will never prosper.’"** Davenant sub- 
scribed to it, although not wholly unqualifiedly: 


Trade is in its nature free, finds its own channel and best directeth its own 
course; and all laws to give it rules and directions, and to limit and circum- 
scribe it, may serve the particular ends of private men, but are seldom ad- 
vantageous to the public.**8 


More important, in preparing the way for Adam Smith, was 
Mandeville’s more elaborate reasoning in support of individual- 
ism and laissez faire, resting on his famous argument that “pri- 
vate vices” such as “avarice” and luxury were “public bene- 
fits.”**° In Hume’s economic writings the laissez faire doctrine 
is to be found only by implication, if at all.**° But shortly before 
the publication of the Wealth of Nations, Whatley, obviously 
under physiocratic influence, made a specific plea for laissez 
faire on the basis, in part, of the existence of an identity of in- 
terest between the individual traders and the state: 


Now, though it is hardly to be expected, as above hinted, that princes 
should allow of a general free trade or intercourse, because they seldom 
know their own true interest.*** 


Perhaps, in general, it would be better if government meddled no farther, 
with trade, than to protect it, and let it take its course It were there- 


™ Discourses Upon Trade [1691], Hollander ed., p. 13. Cf. also ibid., p. 37: 
“. . .. No people ever yet grew rich by policies; but it is peace, industry, and 
freedom that brings trade and wealth, and nothing else.” 

™ The Humble Answer of the Governor .... of the East-India Company 
[1692], in Somers Tracts, Walter Scott ed., X, 622. Child is here objecting to a 
proposal, directed against himself, to limit the amount of stock in the company 
which could be held by any one person. 

™ An Essay On The East-India Trade [1697], Works, I, 98. Cf. also ibid., p. 
104: “Wisdom is most commonly in the wrong, when it pretends to direct nature.” 

™ Fable of the Bees, passim. Mandeville deliberately stated his conclusions in 
such manner as to make them offensive to moralists, but Smith accepted them in 
substance while finding a more palatable form for their expression. 

*” In his Elements of Commerce (1755), which was not available for examina- 
tion, Josiah Tucker states the laissez faire argument, but neither there nor in his 
subsequent writings, to say nothing of his earlier ones, does he adhere to it con- 
sistently or on the major points at issue in connection with the regulation of for- 
eign trade. 

™ Principles of Trade, 2d ed. (1774), Pp. 10. 
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fore to be wished, that commerce were as free between all the nations of the 
world, as it is between the several counties of England: so would all, by 
mutual communication, obtain more enjoyments.**? 


Even before the Wealth of Nations a few authors attributed to 
the design of a benevolent Providence the existence of conditions 
which make the commerce between nations mutually profitable. 
This argument was occasionally made the basis for an appeal for 
such regulation of trade as would retain for England the indus- 
tries allotted to her by Providence, with the implication, however, 
that free import of other commodities would be in accordance 
with the intent of Providence: 

So as all special gift of rich commodities that God first gave into the 
earth in every realm to one realm, that [which] another hath not, to the 
intent, that every realm should be able to live of God’s gift, one to be help to 
another to be an occasion one to live by another.*** 

Divine Providence, that appoints to every nation and country a particular 
portion, seems to allot that to England, which was the first acceptable sacri- 
fice to his Omnipotency, that of the flock Now to decline this, and 
set up another manufacture, looks like an extravagant mechanic, who by his 
improvidence hath lost his own art, and thinks to retrieve his misfortune by 
taking up that of another man’s. This is condemned in particular persons, 
and to be feared in a community.?** 


Other authors, however, appeal to the design of Providence in 
support of their opposition to excessive interference with trade, 
much as does Adam Smith in his two famous references to the 
“invisible hand”’: 


The various products of different soils and countries is an indication that 
providence intended they should be helpful to each other, and mutually sup- 
ply the necessities of one another.*5 

By the wise appointment of divine Providence, a mutual intercourse and 
commerce amongst men is both conducive and necessary to their well being. 
Every man stands in need of the aid of others; and every country may reap 


™ Ibid., note, pp. 33-34. This note may have been a contribution by Benjamin 
Franklin. It mentions with approval the demand reputed to have been made of 
Colbert by the French merchants, “Laissez nous faire (Let us alone)”—perhaps 
the first appearance of the term in the English literature. 

™ [Clement Armstrong], A Treatise concerning the Staple (ca. 1530], in Pauli, 
op. cit., p. 25. 

™The Linen and Woolen Manufactory discoursed .... [1691], in John 
Smith, Chronicon Rusticum-C ommerciale, I, 384. 

™ Davenant, An Essay On The East-India Trade [1697], in Works, I, 104. 
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advantages by exchanging some of its superfluous products, natural or arti- 
ficial, for those which it wants of foreign growth.1** 


In a remarkable passage, Henry Home gives credit to Provi- 
dence for the self-regulating mechanism of international specie 
flows, as the means by which It provides that commerce shall be 
mutually profitable: 


It appears the intention of Providence that all nations should benefit by 
commerce as by sun-shine; and it is so ordered, that an unequal balance is 
prejudicial to the gainers as well as to the losers; the latter are immediately 
sufferers; but no less so, ultimately, are the former. This is one remarkable 
instance, among many, of providential wisdom in conducting human affairs, 
independent of the will of man, and frequently against his will. The com- 
mercial balance held by the hand of Providence, is never permitted to pre- 
ponderate much to one side; and every nation partakes, or may partake, of 
all the comforts of life. Engrossing is bad policy: men are prompted, both 
by interest and duty, to second the plan of Providence; and to preserve, as 
near as possible, equality in the balance of trade.1? 


5. INTERNATIONAL DIVISION OF LABOR 

A few writers prior to Adam Smith stated or approached 
closely some of the specific economic arguments for unrestricted 
trade which were later to serve as the core of the free-trade doc- 
trine of Adam Smith and the English classical school. John 
Houghton, in 1677, in a tract of free-trade flavor, argued that 
the same sort of reasoning should be applied to foreign as to do- 
mestic trade, since both alike consisted of a mutual exchange of 
goods, presumably to mutual advantage.*** Barbon claimed that 


* Joseph Harris, An Essay Upon Money and Coins, Part I (1757), p. 14. Cf. 
also Charles Molloy, A Treatise of Affairs Maritime, And Of Commerce [1676], 
oth ed. (1769), Preface, p. iv. Josiah Tucker took advantage of his special compe- 
tence as an expert in theology to appeal to the intent of Providence in support of 
his own conclusions, but not, apparently, on matters which fall within the scope of 
this essay. 

** [Henry Home, Lord Kames], Sketches of the History of Man [1774] (Edin- 
burgh, 1788), I, 153-54. 

™* [John Houghton] England’s Great Happiness [1677], in McCulloch ed., 
Early English Tracts On Commerce, p. 261. I am able definitely to assign the au- 
thorship of this anonymous tract, which has often, and perhaps rightly, been called 
the first plea for free trade, to John Houghton. In his A Collection Of Letters For 
the Improvement of Husbandry & Trade, No. 6 (May 18, 1682), I, 60, Houghton 
claims its authorship, quotes from it, adds to it, and argues along identical lines on 
a number of points. Houghton adheres to the monetary phases of the mercantilist 
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a reduction of imports as a result of prohibitions would cut off 
an equivalent amount of exports.*** Davenant made explicitly a 
point vital to the free-trade doctrine, but which the nineteenth- 
century economists often assumed implicitly, namely, that labor 
had adequate occupational mobility. He claimed that if domestic 
labor is displaced as a consequence of imports of foreign com- 
modities “these hands can shift from one work to another, with- 
out any great prejudice to themselves, or the public.””**° 

Several writers presented arguments in support of the interna- 
tional division of labor, and it requires only mildly generous in- 
terpretation to justify the conclusion that they approached more 
closely than did Adam Smith the high point of free-trade reason- 
ing, the statement of the benefit of regional specialization in 
terms of comparative advantage. Davenant maintained that the 
artificially stimulated production of goods for which neither the 
soil nor the general bent of the people were adapted is never wise, 
and that the silk and linen industries were suitable only for coun- 
tries where wages were low. “It is the prudence of a state to see 
that this industry, and stock, be not diverted from things profit- 
able to the whole, and turned upon objects unprofitable, and per- 
haps dangerous to the public.’*** The unknown author of Con- 
siderations On the East-India Trade (1701), who has been right- 
ly praised by a number of modern writers, and is in my judgment 
easily the most brilliant expositor of foreign-trade theory prior 
to Hume, reveals almost no trace of the mercantilist or protec- 
tionist fallacies. He meets all objections against the export of 
bullion or the import of foreign commodities by regarding trade 
as a voluntary exchange of considerations. If bullion is volun- 


doctrine, however, and elsewhere expounds docirine inconsistent with free-trade 
reasoning. 

™ A Discourse Of Trade (1690), p. 35. Barbon proceeds, however, to argue that 
the production of the exports would not necessarily be displaced by the production 
of domestic goods, since the latter might not satisfy the buyers, who would conse- 
quently not spend their money. Barbon in any case was far from being a free 
trader. Mandeville, Fable of the Bees [1714], Kaye ed., I, 111, also claimed that 
reducing imports involved a reduction of exports as well. 

Essay On The East-India Trade [1697], Works, I, 95. 

™ Ibid., I, 105-10. 
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tarily exchanged for Indian manufactures, it must be because the 
latter are of more value. “To exchange bullion for cloth is to ex- 
change the less for the greater value.” Cheap imports, he asserts, 
are the valid objective of foreign trade. He even draws an analogy 
between foreign trade and labor-saving devices. The fact that 
Indian wares can be gotten through trade with less expenditure 
of labor than their production at home would require means that 
labor is saved and made available for other purposes: 


If nine cannot produce above three bushels of wheat in England, if by 
equal labor they might procure nine bushels from another country, to em- 
ploy these in agriculture at home is to employ nine to do no more work than 
might as well be done by three; . . . . is the loss of six bushels of wheat; is 
therefore the loss of so much value.'*? 


Similar reasoning was presented by Patrick Lindsay. Scot- 
land should discourage rather than encourage industries, such as 
woolens, which would interfere with the progress of the only 
“staple,” linen. These other industries had no chance of success 
in Scotland, and it was better to buy their products from abroad 
than to attempt to make them at home: 


We may then reasonably suppose, on the lowest computation, that we can 
buy . . . . those woolen goods ro and 15 per cent cheaper in England, than 
we can make them at home; and if we can make linen cloth, and sell it in 
England from 5 to ro per cent profit, and purchase, in exchange for it, woolen 
goods 10 and 15 per cent cheaper than we can make them at home, then are 
we gainers by this trade from 15 to 20 per cent, and of consequence, so many 
hands as are employed in the woolen, who might be employed in the linen, 
just so much does the country lose by their labor.*** 


*° In McCulloch ed., Early English Tracts On Commerce, pp. 556-59, 578-85. 
The original tract is extremely rare, and does not appear to have exerted any in- 
fluence on contemporary writers. Halkett and Lang attribute its authorship to 
Dudley North, and they have been followed by a number of economists. This 
seems, however, clearly to be a mistake. North died in 1691, whereas this tract 
was not published until 1701. Chapter iii of the tract discusses the effects of the 
competition of the two companies then privileged to trade with India, which defi- 
nitely locates its time of writing as not earlier than 1698. There is additional in- 
ternal evidence that it was written after 1691, but what is here offered should 
suffice. 

** The Interest Of Scotland Considered [1733], p. 111. Cf. also, for similar rea- 
soning, Vanderlint, Money answers all Things (1734), Hollander ed., pp. 96-08; 
Reflections and Considerations Occasioned by the Petition For Taking off the 
Drawback On Foreign Linens, &c (1738), p. 26. 
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A few writers were in the rather paradoxical position of adher- 
ing to crudely mercantilistic doctrines with respect to the balance 
of trade, the superiority of exports over imports, or the import- 
ance of money, while advocating complete or very nearly com- 
plete free trade. Houghton** and Vanderlint*** appear to belong 
to this group, and also Decker, who advocated free trade as a 
means of procuring a more favorable balance of trade.*** Roger 
Coke was an out-and-out mercantilist in his general analysis, but 
he nevertheless disapproved of monopolies, the Navigation acts, 
the restriction of import of cattle from Scotland, and the restric- 
tions on the Irish trade, and did not give explicit support to any 
trade restrictions in any of his writings that were available for 
examination.*** There were other writers who adhered to the 
mercantilist doctrines without revealing their attitude toward 
trade regulation. 

A constant note in the writings of the merchants was the in- 
sistence upon the usefulness to the community of trade and the 
dignity and social value of the trader, and in the eighteenth cen- 
tury it appears to have become common for others than the trad- 
ers themselves to accept them at their own valuation.’ Very 
often “trade” is not more definitely specified, but no doubt most 
of the writers who argued for the value of trade meant foreign 
trade, or even only export trade. But in the general glorification 

““ England’s Great Happiness (1677) ; Collection Of Letters (1681-83). 

* See supra, p. 297. Bauer says that Thomas Gordon, The Nature and Weight 


of the Taxes of the Nation (1722), was a free trader, although an adherent of the 
balance-of-trade doctrine. His work was not available for examination. 

™ But Decker, after advocating the removal of all restrictions on trade except 
the Navigation acts, in somewhat of an anticlimax, concedes that if duties were 
taken off some sort of regulation would be necessary for some goods, lest they in- 
terfere with home manufactures.—Serious Considerations on the Several High Du- 
ties, 3d ed. (1744), p. 31. Massie pointed out the inconsistency between Decker’s 
general argument for free trade and this concession to protection.—Joseph Massie, 
The Proposal, commonly called Sir Matthew Decker’s Scheme, for one General 
Tax upon Houses, Laid Open (1757), p. 3- 

“ 4 Discourse of Trade (1670); A Treatise wherein is demonstrated that the 
Church and State of England, are in Equal Danger with the Trade of it (1671); 
Reflections Upon the East-Indy and Royal African Companies (1695). 


™ See, e.g., the eulogy of the merchant in Lillo’s play, The London Merchant 
(2d ed., 1731), Act I, scene i, and Act ITI, scene i. 
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of trade, many of the tracts made no reference to the quantity of 
money, the balance of trade, or other phases of the mercantilist 
doctrines. In some cases there was explicit inclusion of imports 
on a parity with exports as deserving of encouragement, and sup- 
port of low customs, without explicit discrimination between 
export and import duties, as a means of fostering trade.**® The 
general tendency of such discussion must have been to weaken 
faith in legislative restriction of trade, and to prepare the way 
for the acceptance of free-trade views on explicitly stated eco- 
nomic grounds, although on the other side it is to be said that the 
chief advocates of particular restrictions were merchants.*”° 
Free-trade doctrine, however, continued to be a rank heresy, 
and there were probably some who subscribed to it but who did 
not dare to expose their peculiar views in print. Violet relates 
with horror that some men in high positions held such views: 


. . . » Some men are of an opinion, that they would have trade free, to 
import all commodities, and export all without any restraint, not for leather, 
fuller’s earth, corn, wool, ammunition, gold and silver, horses, and all other 


™ Cf., e.g., John Smith, Advertisements for the inexperienced Planters of New 
England (1631), in Works, Edward Arber ed. (Birmingham, 1884), pp. 961-62; 
A Discourse concerning the East-India Trade [ca. 1690], in Somers Tracts (1813), 
X, 642: “The more goods are exported and imported, . . . . the nation in general 
will have the advantage, though the traders may not .. . .”; William Wood, A 
Letter . . . . Shewing the Justice of a more equal and impartial Assessment on 
Land (1717), p. 19; Considerations Occasioned by the Bill for Enabling the South- 
Sea Company to increase their Capital Stock (1720), p. 14: “Whether upon the 
whole, if more of our own product and manufactures are exported, and of foreign 
commodities imported, more of our ships and seamen, our manufactures and peo- 
ple of all trades will not be employed; consequently, if the customs and excises 
will not be greatly advanced ?” 

* A spokesman for the agricultural interests objected that in this general glori- 
fication of trade the interests of the farmer were being overlooked, and that even 
petty domestic traders were including their own trades as entitled to the special 
consideration which was being claimed for “trade”: “The notion of encouraging 
trade has of late years prevailed very much, and very rightly where we speak of 
foreign trade; and the first promoters of the notion meant no others, but from 
thence we are descended to all trade, domestic as well as foreign, and the cry of it 
is so common, even amongst the vulgar, that I have heard my landlord, who keeps 
a petty ale-house in a country village, harangue it with great eloquence; and with 
a grave air complain, that trade was not sufficiently encouraged, when he meant 
the trade of ale-draping and smoking-tobacco.”—Some Thoughts on the Interest 
of Money in General (ca. 1720], pp. 65-66. 





EARLY ENGLISH THEORIES OF TRADE 447 


things that are staff and stay of this nation. I would not write it, but I have it 
afirmed by men of great quality, that this is the opinion of some men that 
are in place and power.**+ 


I believe I have succeeded in showing that all the important 
elements in Adam Smith’s free-trade doctrine had been presented 
prior to the Wealth of Nations. These were often, however, to 
be found only in isolated passages not wholly consistent with 
the views expounded in the surrounding text. There is little evi- 
dence that these early expositions had much influence on public 
opinion in the mass, or even on Hume and Smith. Hume himself 
discarded the monetary and balance-of-trade doctrines of his 
time while adhering to protectionism, and Adam Smith both in 
his Lectures and in the Wealth of Nations relapsed at times into 
rather crude versions of the mercantilist monetary and balance- 
of-trade doctrines, as well as into protectionism. In so far as 
Hume and Smith did not develop their foreign-trade doctrines 
for themselves, it seems likely that their chief indebtedness was to 
the philosophers, and to the physiocrats and even earlier French 
writers, rather than to the earlier English economic literature. 
In the literature before Hume there is scarcely any discussion of 
the anticipations of free-trade doctrine examined in the forego- 
ing, even for purposes of refutation,*** and most of the contro- 
versy is between exponents of rival schemes of regulation, or be- 
tween extreme and moderate mercantilists, rather than between 
mercantilists and free traders. 

In many respects, indeed, as the mercantilist argument became 
more elaborate and involved, it became more objectionable from 
the point of view of modern doctrine, and, except with reference 
to the bullionist doctrines, a strong argument could be presented 
in defense of the thesis that the mass of ordinary tracts on trade 
of the first half of the eighteenth century showed a more extreme 
and confused adherence to the fallacies of mercantilism than did 


™ Mysteries And Secrets . . . . (1653), p. 24. 

™ The only exceptions of any importance that I have noticed are [David Bin- 
don], A Letter From A Merchant Who has left off Trade (1738), pp. 31-32, where 
a number of presumably current arguments against restrictions on imports are 
stated and controverted, and Gee, The Trade and Navigation Of Great Britain 
Considered [1729], 1767 ed., pp. 183 ff. 
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the writings of the sixteenth and early seventeenth centuries. 
The simplicity and brevity of the early analysis at least resulted 
in fallacies of comparable simplicity, but the later writers were 
able to assemble a greater variety of fallacies into an elaborate 
system of confused and self-contradictory argument. In so far as 
trade theory was concerned, such progress as occurred was due 
almost solely to a small group of capable writers, able to analyze 
economic problems more acutely and logically than their prede- 
cessors, but not able to make a marked impression upon their 
contemporaries or even to attract their attention. Even Hume 
made few converts in England, and his influence on the physio- 
crats was more apparent than on the English writers of his own 
generation. On legislation, it is not evident that the critics of mer- 
cantilism had much influence, and it could be seriously argued 
that, with the exception of the disappearance of the bullionist 
regulations, the general course of foreign-trade legislation from 
1600 to after Adam Smith was, without important exception, 
away from, rather than toward, conformity with the doctrines of 
the critics of mercantilism. 


VIII. SOME MODERN INTERPRETATIONS OF 
ENGLISH MERCANTILISM 


There has been a marked tendency in recent years, more es- 
pecially perhaps on the part of German economists and of eco- 
nomic historians, toward a more favorable appraisal of English 
mercantilist doctrine than has prevailed among the economic 
theorists of the English classical tradition. Much of this tendency 
can be explained away as due to participation in the interven- 
tionist, protectionist, or aggressively nationalistic sentiments of 
the mercantilist writers, to misconceptions of what the economic 
doctrines of the English mercantilists really were, or to absence 
of knowledge of, or interest in, the grounds for rejecting the mer- 
cantilist doctrines afforded by modern monetary and trade the- 
ory. To those apologists who defend the mercantilist doctrines 
on the ground either that they were not what their critics allege 
them to have been, or that the theoretical objections of the critics 
can be successfully refuted, the foregoing presentation of the 
mercantilist reasoning must suffice as an answer. 
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The modern apologies for mercantilism, however, are also sup- 
ported by several arguments which do not clash directly with the 
propositions of modern trade and monetary theory, and these 
arguments are entitled to more respectful treatment. The eco- 
nomic historians, for instance, seem to derive from their valid 
doctrine, that if sufficient information were available the preva- 
lence in any period of particular theories could be explained in 
the light of the circumstances then prevailing, the curious corol- 
lary that they can also be justified by appeal to these special cir- 
cumstances. There are some obvious obstacles to acceptance of 
this point of view. It would lead to the conclusion that no age, 
except apparently the present one, is capable of serious doctrinal 
error. It overlooks the fact that one of the historical circum- 
stances which has been undergoing an evolution has been the 
capacity for economic analysis. More specifically, to be invoked 
successfully in defense of mercantilist doctrine it needs to be 
supported by demonstration that the typical behavior of mer- 
chants, the nature of the gains or losses from trade, the nature of 
the monetary processes, and the economic significance of terri- 
torial division of labor have changed sufficiently since 1550, or 
1650, or 1750, to make what was sound reasoning for these ear- 
lier periods unsound for the present-day world. 

It has been argued also, in answer to the criticisms of mercan- 
tilist doctrine by economic theorists, that the primary objective 
of mercantilist policy was not economic prosperity but national 
unity and power. In dealing with this interpretation of mercantil- 
ism, it is important to distinguish between the official and the 
unofficial expositions of the doctrine, between the actual policies 
and the reasoning by which they were supported, and between 
continental and English mercantilism. In each case, it is only 
the latter with which this essay is concerned. Government policy, 
no doubt, was never governed solely by economic considerations, 
but for the unofficial writers this was a subject for complaint 
rather than for approval. Even in the unofficial literature, how- 
ever, political and religious considerations were mingled with 
the economic to a degree without parallel in modern economic 
literature. But in England a strong and centralized government 
and an aggressive national spirit had been established long be- 
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fore the appearance of an important mercantilist literature, and 
whatever may have been the situation on the Continent the 
primary emphasis of the English mercantilist writers was on the 
means by which England’s wealth could be augmented. Many 
writers, it is true, urged in support of the measures which they 
advocated that they would not only contribute to England’s 
prosperity but would also promote her prestige and power, injure 
her rivals, and protect her national faith against its enemies, in- 
ternal and external. But like the repeated argument that the 
adoption of the particular trade regulations recommended by 
the writer would result in an increase in land rents, the appeal 
to political and religious considerations seems often to have been 
intended to win the support of the less commercial-minded 
official and landed classes for the proposals of the “merchants” 
or business men, and seems only rarely to have expressed what 
was really the primary concern of their authors. Especially im- 
portant as a safeguard against applying erroneously to the Eng- 
lish mercantilist literature generalizations which may be true of 
the continental writers, it should be borne in mind that English 
mercantilist doctrine was the product of merchants to an extent 
without parallel on the Continent. On economic matters even 
the landed classes in England found their ablest spokesmen in 
merchants such as Child and North. And the merchants were 
typically impatient of official policy when it failed to place pri- 
mary emphasis on the economic aspects of the matters with 
which it dealt, and especially when it appeared to subordinate 
economic to political or religious considerations. 

Even if it be granted, however, that the principal objective 
of the English mercantilist writers was a great and powerful 
England rather than a prosperous England, it does not follow that 
appraisal of their reasoning on strictly economic grounds is un- 
warranted or irrelevant. It would be difficult to find convincing 
evidence that any of the prominent mercantilists regarded these 
as conflicting and inharmonious objectives of national policy. On 
the contrary, it was a matter of general agreement among them 
that for England the only certain path to national power and 
glory was through promotion of trade and increase of wealth. 
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Child’s formula, which was often quoted approvingly, expresses 
accurately the mercantilist position: “Foreign trade produces 
riches, riches power, power preserves our trade and religion.” 
After the Revolution, in fact, trade and wealth seem to have be- 
come almost an obsession of the mercantile classes, and the em- 
phasis which they placed on the economic phases of national 
policy was, if anything, excessive. I suspect that the “trade 
wars” of the seventeenth and eighteenth centuries were such 
more in the imagination of the mercantile writers than in the 
intent of the governing classes who embarked upon them, and 
that just as the merchants appealed to non-economic considera- 
tions to make their proposals attractive to the landed classes, so 
the government appealed to the cupidity of the merchants to win 
their support for wars embarked upon for dynastic or political 
reasons.*** Even the official classes in England, however, were 
probably more trade-minded, and probably gave greater weight 
to economic considerations, than the corresponding classes on the 
Continent. Such, at least, appears to have been the opinion of 
eighteenth-century continental observers.*™* 


* A striking instance is the following passage from a tract which is clearly the 
product of a writer not familiar with, nor really interested in, commercial matters, 
but who sensed the need for an appeal to economic considerations if his plea for the 
continuance of the war with France then under way was to have weight with its 
readers: “To proceed now to the second head I proposed, namely, that this war 
has produced great and lasting advantages to the people over and above liberty, 
and a security of our properties. The advantages I propound to speak to shall be 
confined to the article of wealth, as being that which most generally affects; for to 
talk to the common people of the great honor our nation will gain by a happy 
issue of this war, is to speak to little purpose.”"—-The Taxes Not Grievous and 
Therefore Not a Reason For an Unsafe Peace (1712), pp. 15-16. The views of the 
mercantilists as to the efficacy of war as an instrument to procure economic ad- 
vantages would be an interesting topic for investigation. It would be wrong to at- 
tribute to them without exception the view that trade wars, even if successfully 
prosecuted, promoted the national wealth, and some of them anticipated the mod- 
ern argument that even a victorious war costs more than it returns in economic 
benefits. Others, however, looked upon trade wars as so essential to commercial 
prosperity that the Turkey Company tried to exclude a Quaker from its councils in 
1759 as professing opinions hostile to the waging of such wars. See G. B. Hertz, 
The Old Colonial System (Manchester, 1905), p. 10. 

™ Cf. Montesquieu, De L’Esprit des Lois [1748], Bk. XX, ch. vii: “D’autres 
nations ont fait céder des intéréts du commerce A des intéréts politiques: celle-ci 
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Not only is there little evidence that the mercantilist writers 
were prepared to sacrifice national economic to political interests, 
but a good deal of the mercantilist literature can be plausibly 
explained as special pleading for limited economic interests. 
The most ardent advocates in the seventeenth century of the 
revival or enforcement of the bullionist restrictions had a per- 
sonal interest of one sort or another in these regulations. Mal- 
ynes is said to have had expectations of getting a remunerative 
contract in connection with the currency if the office of the Royal 
Exchanger were revived. Milles was a customs official among 
whose duties would be the enforcement of any bullionist regu- 
lations. Violet had been a “searcher” and informer in connection 
with the regulations prohibiting the export of bullion, and his 
appeals for stricter enforcement were accompanied by pleas that 
he again be employed to discover violations of the regulations.*™ 
Wheeler was secretary and Misselden an important member of 
the Merchant Adventurers, and their tracts were written in de- 
fense of their exchange transactions against the attacks of Milles 
and Malynes. The East India Company, in its charter of 1600, 
was granted the right to export a limited amount of bullion, and 
in its early as in its later operations bullion constituted the bulk 
of its exports from England. This led to attacks on the company 
of which Roberts’ The Trades Increase (1615) was typical. 
Digges, a member of the company, wrote his Defence of Trade 
(1615) asareply to Roberts, and Mun, an officer of the company, 


[i.e., England] a toujours fait céder ses intéréts politiques aux intéréts de son com- 
merce.”—Oeuvres Completes (Paris, 1877), IV, 371. 

Cf. also Quesnay, “Remarques sur l’opinion de ]’auteur de l’esprit des lois con- 
cernant les colonies” (Journal de l’agriculture, January, 1766), in Oncken ed., 
Oeuvres de Quesnay (Paris, 1888), p. 429: “.... En Angleterre . . . . ot les 
lois de commerce maritime ne se prétent point aux lois de la politique; ov les in- 
téréts de la glébe et de l’Etat sont subordonnés aux intéréts des négociants; ou le 
commerce des productions de l’agriculture, la propriété du territoire et Etat méme 
ne sont régardes que comme des accessoires de la métropole et la métropole comme 
formée de négociants.” 

™ Violet had himself been convicted of, and punished for, violation of the laws 
against the export of bullion, and one of his arguments in support of his reinstate- 
ment was that “an old deer-stealer is the best keeper of a park.”—A True Dis- 
covery to the Commons of England (1651), p. 79. 
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wrote his tracts and presented a “remonstrance” to the govern- 
ment primarily to ward off hostile measures against the company. 
Throughout the history of the company its officers and employ- 
ees were publishing tracts in its defense which were important 
contributions to the literature of mercantilism. Toward the end 
of the seventeenth century, when attacks on the company turned 
mostly on its monopolistic character, its imports of East Indian 
silks and calicoes to the alleged injury of English industry, and 
its unfavorable balance of trade, Child and Papillon, officers of 
the company and with much of their private fortunes invested 
therein, wrote in its defense. Much of the mercantilist literature 
from 1670 on, written in opposition to the company, was the 
work of rival merchants who wanted to participate in the East 
India trade or of persons connected in some way with the domes- 
tic textile industries which were feeling the effects of East Indian 
competition. Tracts were written by factors in the woolen indus- 
try urging or supporting the prohibition of the export of wool 
and were answered by spokesmen for agricultural interests. John 
Houghton, Charles Smith, and Arthur Young wrote in support of 
the bounties on the export of corn with an evident agrarian bias. 
The literature on taxation consisted in large part of tracts written 
by traders who wanted the main burden of taxation to rest on 
land, or by landed men who wanted it to rest on trade. There 
were contemporary charges that some of those who were urging 
the legal limitation of the rate of interest were rich merchants 
who had ample funds to finance their own activities and hoped 
that the reduction of the rate of interest by law would make it 
impossible for their poorer competitors to borrow the funds 
necessary for the conduct of their affairs. Pleas for special inter- 
ests, whether open or disguised, constituted the bulk of the mer- 
cantilist literature. Petty, Locke, and Davenant can probably 
be accepted as having written in a sufficiently disinterested and 
objective spirit, although even Locke and Davenant had strong 
party affiliations which may well have warped their analysis. 
The disinterested patriot or philosopher played a minor part in 
the development of mercantilist doctrine.’ 


™ This interpretation of the literature of the period as consisting mainly of 
briefs for special interests is intended to apply to the writings of the moderate as 
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After the Revolution, when control of commercial policy had 
definitely passed from the crown to Parliament, commercial af- 
fairs became the football of party politics, and factional rivalries 
and conflicting economic interests were likely to be involved in 
any important issue of commercial policy in so complex a way 
that it would require, I fear, greater historical knowledge and 
skill than I possess clearly to explain the relationship between 
party alignments and special economic interests. But if I may 
venture to take the controversy waged around the commercial 
clauses of the Treaty of Utrecht (1713) as an illustrative in- 
stance, the situation seems to have been somewhat as follows: 
From the early decades of the seventeenth century, the trade 
between England and France had been greatly restricted by both 
countries, either by discriminatory duties of prohibitive severity 
or by absolute embargoes. When in 1713 a Tory government 
concluded peace with France, it proposed also to re-establish 
open trade with France. The Tories represented the landed 
classes and the Anglicans, and also received the support of the 
surviving Catholics as being less hostile to them than the Whigs. 
The Whigs in the unreformed Parliament of the time were also 
predominantly members of the landed gentry, but in order to se- 
cure a popular footing they had sought the support of the non- 
conformist or Low Church yeomen by adopting a policy of tol- 
erance to dissenters and extreme opposition to Catholics, of the 
monied classes by their support of the Bank of England, and of 
the independent merchants and the manufacturers by opposition 
to the monopoly companies and by support of extreme mercantil- 
ism. The Tories, on the other hand, came to terms with the East 
India Company, whereby in return for support of the endeavors 
of the company to preserve its monopoly privileges and to be 
allowed to import East-Indian cloth, the latter gave financial 
support to the crown through loans, and to its defenders in Par- 
liament through private bribes. 


well as of the extreme mercantilists. Child, in fact, presents one of the most glaring 
instances of special pleading. See Sven Helander, “Sir Josiah Child,” Weltwirt- 
schaftliches Archiv, XIX (1923), 233-49, and for a closely similar exposure of 
Child by a contemporary, A Discourse concerning the East-India Trade [1692], in 
Somers Tracts, Walter Scott ed., X, 634-47. 
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On the specific issue of the resumption of trade relations with 
France, the Tories were favorable and the Whigs opposed. In 
so far as it was not a matter merely of factional rivalry, this 
alignment seems to have followed economic interests fairly close- 
ly, although other considerations were also important. Support 
for the resumption of freer trade appears to have been confined 
to the landed classes and to have been due mainly to three consid- 
erations: a greater trade with France would mean greater custom 
revenues to the crown, of which they were at the time the sup- 
porters; it would mean cheaper claret and silks; and, as a minor 
factor, it would be a check to the growing power of the trading 
classes, who were objectionable as “upstarts” and as Whigs, as 
enemies of the landed interest, and as exponents of a trade policy 
which made the cost of luxurious living higher for the country 
gentleman. The Whigs opposed the commercial treaty in part to 
embarrass the crown, in part because they were traditionally hos- 
tile to France as the leading Catholic monarchy. They were sup- 
ported by the independent merchants*” and by the domestic 
manufacturers of liquors and cloth. The Whigs succeeded in 
stirring up violent opposition to ratification of the commercial 
treaty. In the controversies at the end of the seventeenth cen- 
tury, when the Tories supported both the continuance of mo- 
nopoly control by the East India Company of the trade with East 
India and the limitation of the restrictions and duties on East 
Indian cloth to modest proportions, they had found in the ranks 
of the company itself and elsewhere able advocates, including 
such mén as Child, North, Davenant, and Barbon. In the con- 
troversy about the Treaty of Utrecht, however, the level of argu- 
ment on both sides was low. Daniel Defoe was hired by the 


“"T have not been able to obtain any light on why the merchants as a class 
should have been opposed to this treaty, which, for many of them at least, should 
have seemed to open opportunities for profitable trade, unless the “merchants” 
were also the manufacturers. By the Whigs, willingness to trade with France was 
accepted as proof of hostility to trade. Cf. the interesting pamphlet, Torism and 
Trade Can Never Agree (1713?), which accused the Tories of having always been 
hostile to trade, and attacked Mercator as being antitrade, because it supported 
open trade with France. 
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Tories to defend the treaty in a periodical, Mercator, established 
for the purpose, and the Whigs replied in another periodical, the 
British Merchant, to which the principal contributors were prom- 
inent merchants with extreme mercantilist views. Defoe was too 
much of a believer in the mercantilist doctrines himself to be able 
effectively to meet criticism of the treaty on mercantilist grounds, 
and as far as public opinion was concerned the British Merchant 
had much the best of the argument. Whether or not the battle in 
the periodicals and tracts had much to do with the outcome, the 
commercial treaty failed of ratification in Parliament by a nar- 
row margin of votes, and its defeat tended to strengthen the hold 
of mercantilist doctrine on the English merchant classes, and to 
sharpen the conflict of interest and opinion between the landed 
classes and the trading and industrial classes.*** 

While non-economic considerations unquestionably played an 
important part in this controversy, no one, as far as I could dis- 
cover, conceded that these considerations clashed with the eco- 
nomic ones. On the basis of modern theory, the Tories had the 
stronger economic case. But the country gentlemen who consti- 
tuted that party had no effective reply to mercantilist doctrine, 
and at this critical stage were without competent aid from the 
ranks of other classes. The ignorance and inarticulateness of the 
English landed classes made them impotent in 1713 to prevent 
their victimization by a mercantilist policy which they vaguely 
sensed to be hostile to their interest, although they were in over- 
whelming control of Parliament. Over a century later, when 
the change in the status of English agriculture had made them 
the beneficiaries instead of the victims of mercantilism, their 
failure to produce spokesmen able to cope with the orators of the 
merchant class was a factor in their failure, in a Parliament in 
which they were still in the majority, to prevent the definitive 
overthrow of mercantilism. Any one who attempts an interpre- 


** It is of interest that the French government, on sober second thought of the 
mercantilist variety, had also lost its zeal for the treaty, and felt relieved when 
the English Parliament rejected it. See E. Levasseur, “Les traités de commerce 
entre la France et l’Angleterre sous l’Ancien Régime,” Revue d’Economie Politique, 


XV (1901), 971. 
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tation of the evolution of English trade theory solely in terms of 
objective historical circumstances faces the task of reconciling 
his account with the part played by the evolution of capacity for 
economic analysis. Objective fact played its part. But if the 
Tories had had the services of North and Barbon in 1713, they 
might have dealt a fatal blow to mercantilism then by showing 
that what was in their private interest was also in the national 
interest. And if Peel had been less public-spirited and intelligent 
in 1846, or if there had been among the back-bench squires men 
able to cope in debate with Cobden and Bright, mercantilism 
might have endured longer as the policy of England. 
Jacos VINER 
UNIVERSITY OF CHICAGO 





THE ELASTICITY OF BANK NOTES 


S THE most important merit of bank notes which are se- 
cured by commercial paper, writers usually cite the sup- 
posed fact that these notes give elasticity to the circu- 

lating medium. Very briefly, the argument for such a currency 
runs as follows: Business activity varies with the seasons and 
with the business cycle; with increased activity there comes to 
the commercial banks a greater demand for short-term funds; 
and with a falling-off in business these short-term funds are au- 
tomatically returned to the banks through the repayment of the 
loans by means of which they became a part of the circulating 
medium. Therefore a bank-note currency based primarily upon 
short-term loans may expand when expansion is needed, and will 
automatically contract when the need for this additional cur- 
rency shall have passed. In this way the two dangers of a cur- 
rency which cannot be expanded and of inflationary results of an 
expansion of the currency are avoided. It is the purpose of the 


present paper to examine this “principle” of note issue. 
The following quotations contain, either explicitly or implicit- 
ly, statements of some aspects of this doctrine of note issue. 


It has been fully shown that a bond-secured circulation cannot furnish an 
elastic medium, expanding and contracting automatically. But it is quite 
otherwise with a currency which is based upon the general assets of the is- 
suing banks. The volume of notes put forth under such circumstances will, 
like deposits, automatically expand in volume by being issued upon demand 
from legitimate borrowers, and automatically contract by being returned to 
the bank when the need for the currency is past.? 

The term elastic currency is often heard, the usual meaning of it being a 
currency which corresponds to or represents changes in business demand. 
Where, for example, at one season of the year the volume of business is such 
as to require a given quantity of currency for the purpose of making normal 
exchanges, while at another season of the year—as during the crop moving 
season—considerably more of it is called for, it is desirable to have the notes 
issue freely when demand is rising. It is, however, equally important and de- 


* Report of the Monetary Commission of the Indianapolis Convention (1898), 
p. 231. 
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sirable to have them shrink as freely when demand has receded. A currency 
which thus freely expands and shrinks is an elastic currency, and its elasticity 
is due to the fact that it is issued only as notes representative of business 
transactions come into the banks for discount, and is retired only as these 
representatives are paid off or retired.? 

No currency system can be elastic where bonds are used as a basis for the 
notes. To be elastic, a bank note system must be so regulated that banks 
will find it profitable to issue additional notes when more currency is needed, 
as evidenced by the withdrawal of deposits, and to retire them when they be- 
come redundant, as indicated by a heavy increase in deposits.* 


In order to test this doctrine that a bank-note currency based 
upon commercial paper (with some minimum-reserve require- 
ment) will provide an elastic currency, let us ask ourselves this 
question: At any given time upon what factors would the ability 
of the banks to expand their note issues depend? The right to 
issue notes based upon-commercial paper clearly would be of no 
avail if the bank did not possess the required amount of specie to 
serve as reserve for the notes.* It appears, then, that at least a 
minimum prerequisite to the expansion of a bank-note currency 
is the possession of an excess of reserves; but with the possession 
of such an excess the privilege of note issue of any kind is not a 
prerequisite to an elastic currency, for the reserves themselves 
can be paid out to meet expanding needs for currency. 

It is of course true that additional currency is put into circula- 
tion in greatest amounts by means of short-term loans, and that 
contraction of the currency comes through the repayment of 
these loans; but such is the case whether the bank issues its 
own notes, grants deposit credits, or pays out specie. More- 
over, it is also true that a large proportion of the currency is put 
into circulation by means of purchases of bonds by the banks; 
and retirement comes by way of resale of these bonds. Conse- 
quently, from the standpoint of obtaining elasticity of the cur- 

*H. Parker Willis and George W. Edwards, Banking and Business (edition of 
1925), p. 102. 

* John Thom Holdsworth, Money and Banking (3d ed.; 1920), p. 50. Cf. also, 
to the same effect, Ray B. Westerfield, Banking Principles and Practice (1924), pp. 
104-5, and F. W. Taussig, Principles of Economics (1st ed.; 1911), I, 392. 


“If there were rapid redemption of notes the reserve for any one bank actually 
would have to be very nearly equal in amount to the new notes to be issued, for of 
course the argument of C. A. Phillips applies here as well as to bank deposits. 
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rency, there seems to be no virtue in the requirement of commer- 
cial paper as security for notes. The only possible service of this 
requirement would be that it might prevent or assist in prevent- 
ing overexpansion of the currency. But again this problem is not 
one of the kind of bank notes issued, but of the kind of loans 
made by the banks. 

Superficially it may appear that while expanding needs for 
currency could indeed be met by means of paying out reserves, a 
monetary system organized so as to obtain elasticity in this man- 
ner would necessitate the keeping of such high reserves as to 
make the system very costly; but this objection diseppears upon 
closer examination. 

As a means of getting at the essential issues more clearly, let 
us assume two countries, A and B, similar as to natural resources, 
population, cultural development, and particularly as to the 
richness of the gold mines which they are assumed to possess. In 
addition, they are assumed to be isolated economically from each 
other and from the rest of the world. Furthermore, we will as- 
sume that until a given time the two countries have been on a gold 
standard, and that specie or gold certificates have been the only 
form of circulating medium (aside from subsidiary coins) ; that 
is to say, both bank notes and the checking system are nonex- 
istent. 

Into this situation we will now introduce one new element, 
namely, the privilege of issuing notes, with a 40 per cent mini- 
mum reserve, by the banks of country B. In the absence of ef- 
forts put forth for the purpose of maintaining stability in the 
value of money, it would at first appear that the price level in B 
will rise, over a period of years, to 250 per cent of the price level 
in A. However, the price level clearly would not rise to this extent 
for two reasons: first, as the price level rose, gold production 
would decline in B as compared with A; second, as the value of 
gold declined, the amount of gold taken by the arts would proba- 
bly increase,° and consequently a smaller proportion of the total 
stock of gold would be devoted to monetary uses (in the form of 
reserves) in B than in A. There would therefore be a smaller 


* But on this point see p. 466. 
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stock of monetary gold in B than in A, and, as a result of this fact, 
the price level would not reach 250 in the former country. 

It is quite evident that, although one unit of monetary gold 
could indeed, with a 40 per cent minimum-reserve requirement, 
be expanded into 2% units of currency in B, nevertheless if the 
price level did rise to 250 these 2% morietary units could take 
care of no greater volume of business transactions than could one 
unit of money in A; and consequently a given quantity of re- 
serves, if the specie itself were paid out in A, would furnish as 
great a degree of elasticity in the currency as would the same 
amount of reserve used as a basis for the issuance of “elastic” 
bank notes in country B. If as a matter of fact the price level 
rose to only (let us assume) 220, it is true that then a given quan- 
tity of monetary gold could take care of a larger volume of busi- 
ness in B than in A; but of necessity the banks of B would have 
a smaller amount of reserves than those of A (it is for this reason 
that the price level is 220 rather than 250). In other words, the 
actual reserves of the two countries would support the same 
amount of increase in business at the price level then existing in 
each country. 

It may be objected that in fact the price level in B either will 
not rise, because of the falsity of the quantity theory, upon some 
form of which theory the illustration is of course based, or that it 
will not be permitted to rise; and that in either case B will then 
have a more elastic currency system than A. However, it must be 
remembered that A has also the privilege of managing its curren- 
cy, that it may so manage it as to maintain any price level and 
quantity of reserves that it desires, and that it may therefore keep 
its price level so low as to permit it to maintain sufficient reserves 
to obtain any degree of elasticity in its currency that seems to be 
necessary. And there is nothing more commonplace in economic 
literature than the idea that high or low price levels are matters 
of complete indifference. (It should be noted that the present 
issue has nothing to do with the problems of rising or falling price 
levels.) It seems necessary to conclude, therefore, that the elas- 
ticity of a currency system is exclusively a matter of reserves, 
and not at all a matter of the kind of bank notes, or, indeed, of the 
existence of bank notes of any kind. 
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In the several years of discussion which preceded the passage 
of the Federal Reserve Act, one of the supposed defects of the 
national banking system which was most frequently referred to 
was the inelasticity of the National Bank notes. The following 
quotations give some indication of the importance which this 
question assumed in the discussion of banking reform: 


In practically every other country this normal seasonal demand for an en- 
larged note-currency is met by a prompt and natural expansion of the volume 
of bank notes. In our own country it finds in our national-bank issues an ab- 
solutely unresponsive medium.® 

In the spring and autumn, there are ordinarily periods of largely increased 
demand for currency which should be met by enlarged note issues followed 
by corresponding shrinkage when the demand for the notes is past. In every 
country with an elastic bank currency, this kind of seasonal variation or fluc- 
tuation occurs, the notes moving in regular waves with high and low periods 
at corresponding seasons of the year. This is not the case in the United 
States, nor can it be so where bonds are used as a basis for the notes.? 

One object which was set before the federal reserve system at the outset 
of its organization had been long held in mind during the early years of bank- 
ing discussion. It was the question how to obtain a flexible or elastic note 
circulation. Indeed, this question had often been discussed to the exclusion 
of other more serious matters, and the power to issue notes had by many 
been erroneously identified with the lending capacity of the bank.® 


To be sure the currency was inelastic; but to ascribe this fact to 
the character of the security behind the National Bank notes 
seems to the writer to be quite erroneous. The real difficulty lay 
in the reserve system.’ Reserves were centralized to a very con- 
siderable extent in New York City, but unfortunately they were 
in the hands of institutions which felt no responsibility for the ef- 
ficient functioning of the banking system.’® Rather these insti- 


* Report of the Monetary Commission of the Indianapolis Convention (1898), 
Pp. 322. 

* Banking Reform (1912), pp. 132-33. 

* H. Parker Willis, The Federal Reserve System (1923), p. 1521. 

°O. M. W. Sprague, Crises under the National Banking System (1910), affords 
a better insight into the defects of the national banking system than any other one 
source. See particularly pp. 15-24. 

* It is interesting to recall, in this connection, the argument which Bagehot 
makes, at considerable length, in regard to the social responsibility of the Bank of 
England, which responsibility the bank itself did not then fully admit. Neverthe- 
less, the bank did act in the light of its central position in the market despite the 





THE ELASTICITY OF BANK NOTES 463 


tutions were organized and operated for the purpose of obtaining 
profits for their stockholders. Moreover, the fact that there were 
several of these “bankers’ banks” led to keen competition for 
bankers’ balances, and this resulted in the payment on such bal- 
ances of interest rates which were probably higher than they 
would have been had there been only one bank. 

This combination of interest payments and the profit motive 
led the New York banks to make loans to the utmost extent pos- 
sible, with the consequence that they were almost continuously 
operating close to their minimum-reserve requirements. The 
result was that they could not ordinarily meet any considerably 
increased demand for currency. The significant point, for our 
present purpose, is that*the character of the security behind 
the bank-note issues was in no way responsible for this diffi- 
culty; rather it was because the reserves were too small owing 
to the prevalence of the profit-seeking motive in the banks in 
which any increased demand for funds was always centered.” 

The Federal Reserve System represents a very great improve- 
ment in the American banking system; but not because of the 
provision for the so-called “elastic” Federal Reserve notes. The 
system could be made to operate just as efficiently were there no 
provisions whatever for note issues by the Federal Reserve 
banks. The real improvement comes from the fact that the Fed- 
eral Reserve banks are operated as non-profit-seeking institu- 
tions, and therefore are enabled to maintain reserves adequate 
for the purpose of giving elasticity to the currency. 

It is perhaps worth while to recall that in an economic system 
which is subject to fluctuations in activity there is present a re- 


protestations of some of its officials that it was under no obligation so to act; 
whereas the New York banks neither admitted any responsibility of this sort nor 
acted as if they had it. Had the bankers’ balances in New York been held by only 
one bank, it is at least possible that such a bank would have assumed, eventually, 
the responsibility of a central institution; but not, it is very probable, without 
much opposition from the stockholders. See Bagehot, Lombard Street (edition of 
1915), chap. vii. 

"In the fourth edition of Ely’s Outlines of Economics (1923), the significance 
of surplus reserves and of a non-profit-seeking institution are recognized; but this 
Statement in Ely, and its implications, have apparently failed to receive the rec- 
ognition they deserve. See pp. 276-79. 
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serve of all the elements of production, and that the monetary 
reserve is in no way unique. And in a country operating on a 
metallic standard this monetary reserve can no more be created 
through the issuance of “elastic” bank notes than the corre- 
sponding reserves in other productive elements can be created by 
a similar act of legerdemain. The problem of elasticity in the 
currency és peculiar, however, in the fact that, theoretically at 
least, elasticity can be obtained either by means of a stable price 
level and a reserve or an unstable price level and no reserve. Un- 
like machines, dollars are not more productive with a larger 
rather than a smaller number, except in so far as the larger num- 
ber may be made available at such times as will make it possible 
to avoid the losses and injustices which are concomitant with a 
declining price level. In actual fact it is unlikely that it would be 
possible to obtain complete stability in the price level, and con- 
sequently the requisite elasticity of the monetary system would, 
in the best achievable situation, come both from varying reserve 
ratios and from some degree of fluctuation in the price level. 

All that has been said in regard to the elasticity of bank notes 
secured by commercial paper applies with equal force to the sup- 
posed elasticity of deposits subject to check. Deposits, to be sure, 
are secured for the most part by short-term commercial paper; 
they expand with the making of additional loans, and they con- 
tract when the loans are repaid; but again the fact must be em- 
phasized that, regardless of the form in which the proceeds of the 
loans are taken—be it specie, bank notes, or deposits—the circu- 
lating medium necessarily expands or contracts as loans are made 
or repaid. Moreover, the deposits can no more be expanded when 
the need for expansion comes than can bank notes, if the banks 
do not possess a surplus of cash reserves. 


Even though it be true, as contended in this paper, that there 
is in reality no such thing as a bank-note issue which is inherently 
elastic, it is nevertheless pertinent to ask whether or not there 
may be some advantage other than that of elasticity which may 
be derived from the use of bank notes. 

Monetary gold stocks probably, although not certainly, would 
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be smaller with a system of bank-note issues than they would be 
with specie only (or specie certificates) in circulation. In the 
first place, if demand and supply schedules for gold remained the 
same less gold would necessarily be mined. To obtain statistical 
evidence as to the probable amount of this decline in production 
is difficult, for to do so it would be necessary to find a period in 
the past during which the price level rose while at the same time 
the supply schedule of gold was unchanged, the rising price level 
being due, therefore, to either (1) a decline in the industrial de- 
mand for gold, or (2) an increase in the circulating medium as 
the result of a reduction in the ratio of gold to the total of all 
forms of circulating mediums. 

The period covered by the years from 1915 to 1920 seems to 
conform to both of these conditions to some extent. In the Unit- 
ed States there was both a greater increase in monetary gold 
stocks than was necessary to maintain a stable price level and a 
reduction in the ratio of monetary gold to total circulating me- 
diums. The ratio of monetary gold to all kinds of currency in 
circulation outside the banks and the treasury plus individual de- 
mand deposits of all banks declined from 17 per cent at the end 
of June, 1915, to 11 per cent at the end of June, 1920. In addi- 
tion, during these same years the total amount of monetary gold 
in the country rose from $1,973,330,000 to $2,707,866,000, or 27 
per cent, an increase which was considerably more than would 
have been necessary to maintain a stable price level. This in- 
crease in monetary gold is to be explained in part by a decline in 
the industrial demand, both in the United States and in Europe. 
At least there was certainly a decline through 1918, for the an- 
nual amount of gold taken by industry in the United States dur- 
ing this period did not greatly change even though the value of 
gold was declining; and it is hardly probable that demand was 
better maintained in Europe. In addition, the European govern- 
mental demand—it can hardly be called a monetary demand— 
was for a smaller amount than had gone into the monetary system 
before 1915. From 1915 to 1920 there was a decline in monetary 
gold stocks outside the United States of 14 per cent. It seems 
reasonably safe to assume, therefore, that the behavior of gold 
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production during this period would give some indication of what 
would happen to production if a reduced monetary reserve ratio 
were put into effect by gold-standard countries. 

What did happen? In 1915 gold production reached its peak 
at 22,737,520 ounces, and thereafter declined rapidly to 16,130,- 
110 ounces in 1920. In the meantime, the wholesale price level 
rose in the United States from 1o1 to 226, and in South Africa 
from 117 to 245. In other words, gold production fell 29 per cent 
while its value, if measured by wholesale prices in the United 
States, declined 55 per cent. Admittedly there are reasons why it 
can by no means be assumed that this reduction can be taken as 
an accurate measure of the amount of decline which might be ex- 
pected if a world in which a gold standard obtained reduced its 
monetary reserve ratio by so much as to cause the value of the 
pecuniary unit to fall 55 per cent. Particularly there is the prob- 
ability that the metal-supply schedule did not remain so constant 
as has been assumed in this discussion. Nevertheless, it is proba- 
ble that conditions during this period were sufficiently compara- 
ble to our hypothetical case to justify the conclusion that there 
would be a considerable decline in gold production.** 


The figures are as follows: 
End of June, rors End of June, 1920 
Money in circulation. . . . $ 1,850,000,000 $ 4,155,000,000 
Individual demand deposits 
National banks. a 5,008,000,000 9,805,000,000 
Non-national banks : ‘ : 4,909,000,000 11,060,000,000 





Total . . . . #« + « $22,9767,000,000 $25,020,000,000 
Monetary gold stock inthe U.S. . $ 1,073,330,000 $ 2,707,866,000 


A second reason why there would be reduced monetary gold 
stocks in a country having a reserve ratio of less than 100 per 
cent, as compared with what the monetary gold of that same 


” In the above computations the figures used for money in circulation and indi- 
vidual demand deposits of national banks were taken from Allyn A. Young, An 
Analysis of Bank Statistics for the United States (1928), pp. 66 and 68; those for 
monetary gold stocks from the Annual Report of the Director of the Mint for 1929, 
p. 106; and those for individual demand deposits of non-national banks were com- 
puted from reports given in the Annual Report of the Comptroller of the Currency 
for 1915 and for 1920, Vol. I in each case. 
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country would be if specie only were in circulation, is that in the 
former case in all probability a smaller proportion of the gold that 
was mined would go into the monetary system. However, the be- 
havior of the industrial demand for gold might possibly be such 
as to prevent the realization of this second result. If demand re- 
mained constant, or if it increased, more gold, in absolute amount, 
would necessarily go into the arts as the price level rose, and con- 
sequently considerably smaller amounts of new gold would be 
available for the monetary system. But if the demand for gold 
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declined as its value fell we cannot say how much, as compared 
with the amounts as they would have been in a system with a 
specie circulation, would go into industry and how much to the 
monetary system—a greater amount, the same, or a smaller 
amount might be taken by industry. The result would depend 
upon the extent of the decline in demand. If it were slight, proba- 
bly more gold would be taken by industry; if it were very great, 
it is possible that less would be taken. 

The influence of the use of lower gold reserves on gold produc- 
tion and on the distribution of gold between industry and the 
monetary system can be shown by means of the accompanying 
graph. Let J/ represent the industrial demand for gold, MM the 
monetary demand (with unit elasticity), 77 the total demand, 
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bG the gold supply, and PP the supply of circulating mediums 
when a 40 per cent reserve is required, plus the amount of gold 
taken by industry. It is assumed that all the monetary gold is im- 
pounded and used as reserve. Consequently PP is drawn so that 
any point on it is two and one-half times as far from a corre- 
sponding point on // as is a similarly corresponding point on dG. 
ab represents the existing stock of monetary gold, and therefore 
if the point J is taken as zero 5G will represent the supply sched- 
ule for mew gold. If specie only is in circulation, the value of gold 
(in terms of other goods) will be fixed at x, and dc gold will be 
produced, dc of which will be taken by industry and dd by the 
monetary system. But if the circulating medium consists of pa- 
per money backed by a 40 per cent reserve in gold, the value of 
gold will be fixed at y, and gold production will be reduced to dg. 
However, the amount of gold taken by industry will be increased 
to fe, and consequently the proportion of new gold available for 
the monetary system will decline; and this fact, together with 
the decrease in gold production, will result in a reduction in the 
new gold available to the monetary system to bg—fe, a great re- 
duction. 

There is no way of predicting what the behavior of demand 
would be if a smaller reserve ratio were introduced. A lower 
value of gold might induce new uses of which we now know noth- 
ing, in which case the demand curve would shift to the right; but 
on the other hand there might be a decline in demand for any one 
of a number of reasons. Be all that as it may, only if in actual 
fact considerably less gold were taken by the arts could it be 
true that the monetary system would receive more gold; and 
this result does not seem very probable. 

Let us now return to the question of the possible value of a 
so-called elastic bank-note issue on other grounds than those of 
elasticity. If under such a system of note issue, with its higher 
price level, less gold were used in the monetary system, society 
would be using less of its productive resources in the mining of 
gold to be used for monetary purposes; and inasmuch as there 
would be virtually no offsetting loss to this gain of resources for 
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other industries, there would result a net gain to society. If it so 
happened that more gold went to the monetary system there 
would then be a loss to society in that this additional gold in 
monetary use would serve no useful purpose; but this result, for 
the reasons already given, is improbable. There would, then, be 
this probable gain from the use of an “elastic” bank-note issue; 
but it would be very slight; and it would be in no way connected 
with the problem of the elasticity of the currency.** However, 
there would be a very small loss which would partially counter- 
balance this gain in that a greater amount of gold would be nec- 
essary to settle international balances of payment, and con- 
sequently costs of transporting gold (exclusive of insurance 
charges) would be greater. In amount this loss would be quite 
inconsequential. 

Let us next consider the interests of a particular country as 
they may be affected by this question of bank notes. If at any 
given time a nation is on a purely specie standard, i.e., having 
only specie or specie certificates in circulation, it will be to the 
interest of that nation to make provision for the issuance of bank 
notes. The extent of the advantage so to be gained, however, will 
be a matter of the relative size of the nation in question. If it be 
a small nation, the advantage will be greater than if it be large, 
for in the former case the action of this nation will have relatively 
little influence on the world-price level, and consequently a much 
smaller amount of specie than would be necessary in the absence 
of bank notes in the monetary system will suffice, both to main- 
tain convertibility of the currency and to provide the requisite 
degree of elasticity. But again it should be noted that the ques- 
tion of elasticity is merely a question of reserves, that the gain 
in this case comes from the smaller amount of gold required to 
maintain a given degree of elasticity, and that, furthermore, the 
gain to this particular nation will be mainly a competitive gain, 

* This gain is only to a very minor extent an argument for a paper standard, 
for while such a standard, as compared with a specie standard, would give society 
a gain in productive resources, it would taxe away the advantage, if it be an ad- 


vantage, which a gold standard has of setting a maximum limit to the amount of 
the circulating medium. 
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that is, it will be almost entirely offset by a loss to other nations. 
It will not be entirely offset, however, because of the fact that the 
action of this one nation will, to a very slight extent, raise the 
world-price level and consequently there will be a reduction, but 
in reality a negligible one, in the productive energy that is devot- 
ed to the provision of gold to be used in the monetary system. 

It will of course be true that in a period during which gold pro- 
duction is inadequate to maintain the existing price level, a gain 
would be derived from the introduction of bank notes; but it is 
also true that during a period of excessive gold production the 
introduction of bank notes would merely add to the harm done 
by the excessive gold; or, if a nation is already using bank notes, 
a gain would be derived from eliminating or reducing to some ex- 
tent the number of these notes if there were an excess of gold pro- 
duction. But even though there be times when an issuance of 
bank notes would be advantageous on these grounds, it should 
again be noted that the advantage is derived merely from an 
avoidance of a changing price level—reserves will still be the in- 
dispensable prerequisite to elasticity of the currency, even though 
bank notes, of the supposedly elastic sort, constitute a part of the 
currency. 


Regardless of the form in which the proceeds of bank loans are 
taken—be it in the form of gold, bank notes, or deposits—the to- 
tal of the circulating medium will expand with the making of 
loans, or with the acquisition of any type of earning assets by the 
commercial banks; and will contract with the repayment of these 
loans, or with the sale of any kind of earning assets. Elasticity of 
the currency is therefore a question of the ability of the banks to 
make loans and not at all a matter of the kind of security behind 
the notes issued, nor, indeed, of bank notes at all; and this abili- 
ty to make loans depends exclusively upon the existence within 
the banking system of adequate reserves. Moreover, the mainte- 
nance of reserves adequate for the purpose of giving elasticity to 
the currency is itself entirely a question of the presence within 
the banking system of a non-profit-seeking institution which is 
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possessed of sufficient resources for the purpose. There is proba- 
bly a gain to be derived from the issuance of any kind of notes 
with less than 100 per cent reserves, but this is merely because 
of the resulting higher price level and the consequent smaller 
amount of productive resources which is devoted to the mining 
of gold for the monetary system. Under conditions of inadequate 
gold production it would be desirable for the country operating 
on a specie basis to introduce notes of some kind with reserves of 
less than 100 per cent, but this action would be desirable merely 
as a means of avoiding the losses incident to a changing price 
level. 
L. W. Mints 


University oF CHICAGO 





THE RELATIONSHIP OF BUSINESS ACTIVITY 
TO AGRICULTURE 


ALTER BAGEHOT, in Lombard Street, was proba- 

bly the first economist to suggest the inverse price re- 

lationship of agriculture and urban industrial enter- 

prise. In the chapter, “Why Lombard Street Is Often Very Dull 

and Sometimes Extremely Excited,” Bagehot makes the follow- 
ing observation: 

In 1867 and the first half of 1868 corn was dear, as the following figures 

From that time it fell, and it was very cheap during the whole 

of 1869 and 1870. The effect of this cheapness is great in every department 

of industry. The working classes, having cheaper food, need to spend so 

much less on that food, and have more to spend on other things. In conse- 

quence, there is a gentle augmentation of demand through almost all depart- 

ments of trade. And this almost always causes a great augmentation in what 

may be called the instrumental trades—that is, in the trades which deal in 

machines and instruments used in many branches of commerce, and in the 
material for such.* 


It seems reasonable to assume that decreasing food prices, that 
is, a reduction in purchasing power of farm population, should 
bring about an increase in urban business activity through in- 
creased purchasing power made available to urban population 
on account of relative savings effected in terms of lower food 
prices. What is left to be explained, however, is the decline of 
food prices; or, under different circumstances, the rise of food 
prices; or, may be, the reluctance or inability of urban enterprise 
to maintain its purchasing-power advantage; or any other causal 
fact, relative or absolute, to generate a change in the respective 
fortune and misfortune of agriculture and urban industrial en- 
terprise. It is in the hope that it may throw light on this problem 
that the present study of the price relationship of urban industry 
to agriculture has been undertaken. 

In a recent statistical study of this problem, L. H. Bean, of the 
Bureau of Agricultural Economics, United States Department 


* (New York, 1887), pp. 145-46. 
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of Agriculture,? found: (1) “that relatively low agricultural 
prices have been associated with low business activity and high 
prices with high business activity, the latter preceding somewhat 
the comparable periods of agricultural prices”; and (2) “that 
each period of relatively high agricultural prices was followed by 
a period of depressed business activity, and periods of low agri- 
cultural prices were followed bv industrial prosperity.” He con- 
cluded that business activity is less responsible for agricultural 
price cycles than is production in agriculture. 

The computations in Bean’s study were based upon prices of 
all farm products, which includes non-food farm products. In 


CHART I 


the present study, however, agriculture is represented by food 
and feed prices only. This has been done since the outlays for 
food on the part of the consumer approximate the prices received 
by the farmer more directly than is the case with the relationship 
between the prices of fibrous crops and cloth. Between the latter 
products a more manifold turnover in the channels of manufac- 
ture and trade takes place before the finished product reaches 
the consumer. Also, food and feed crops represent the major 
products for domestic use, since they are basic in human con- 
sumption and farm animal production and occupy 85 per cent of 
the total crop area of the United States in 1925.° Food and feed 
products, moreover, have been more affected than other major 
farm products by relatively low market prices during recent 
years, 

*“Agricultural Price Cycles and Business Cycles,” Agricultural Situation 
(monthly pamphlet, United States Department of Agriculture), XI (June, 
1927), 6. 

* Yearbook of Agriculture (1925), p. 120. 
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The data presented in the chart* indicate that low food prices 
have been characteristic of periods of industrial and commercial 
prosperity and that the urban boom and farm depression af- 
ter 1921 were not exceptional. In this chart the ratio of food 
prices to prices of manufactured commodities represents the pur- 
chasing power of the farm population. The clearings index (ad- 
justed for seasonal variations) is employed to serve as an indica- 
tor of urban industrial and commercial activity. It is to be 
observed that the latter index has been seriously affected by the 
wave of speculative activity which has swept the country since 
about 1925. This may also be true for certain prior periods, such 
as during the decade of 1900-1910. To the extent of these specu- 
lative activities, then, the clearings index is to be discounted as an 
absolute barometer of urban industrial and commercial activity. 
It is used for want of a more definite and reasonable measure of 


urban business activity. 
Bagehot clearly recognized that “when the stimulus of cheap 
corn is added to that of cheap money, the full conditions of a 


“Sources of data for chart for 1890-1918, “Bank Debits Outside of New York 
City,” is Snyder’s Clearings Index of Business (three months moving average; 
computed normal= 100; seasonal variation and price changes allowed for), Carl 
Snyder, Business Cycles and Business Measurements (New York, 1927), pp. 292- 
93; for 1919-28 data represent “Bank Debits Outside of New York City,” revised 
report; for 1929-30, from New York Federal Reserve Bank, Monthly Review. 

Basic data of “ratio of food prices to prices of manufactured commodities” 
consist of: monthly wholesale price index of food for 1890-1909 (1913 = 100), 
United States Bureau of Labor Statistics; for 1910-29, price of food in the United 
States at the farm (corresponding months 1910-14100), Cornell University, 
Farm Economics. 

Monthly wholesale price index of manufactured commodities from the United 
States Bureau of Labor Statistics; for 1890-1912, computed by months, consisting 
of metals and metal products, building materials, chemicals and drugs, and house- 
furnishing goods; for 1913-27, manufactured commodities represented by “70 
price series”—these data discontinued by United States Bureau of Labor Statistics 
in 1927; for 1928-29, computed by months, consisting of leather and leather prod- 
ucts, textiles, metals and metal products, building materials, chemicals and drugs, 
and house-furnishing goods. 

The “food price ratio” has been computed by dividing each monthly food price 
index quotation by the corresponding monthly price index of manufactured com- 
modities. 





BUSINESS ACTIVITY AND AGRICULTURE 475 


great and diffused rise of prices are satisfied.”’ In the present 
case, however, this factor of price enhancement referred to by 
Bagehot is to be supplemented by the influence of speculation 
upon the index of business activity which incidentally cannot be 
eliminated from the clearings index. 

With the exception of the years 1895-96 and 1908-9, the data 
seem to indicate that the purchasing power of food prices in 
terms of manufactured commodities has usually moved in a man- 
ner directly opposite to that of the index of business activity. 
Generally speaking, whenever the purchasing power of food 
prices in terms of manufactured commodities increases, business 
activity tends to recede. A rise in the relative index of food prices 
is accompanied by a movement of the business index in the oppo- 
site direction. Conversely, a rise in the index of business activity 
is accompanied by a decline of the relative food price line; which 
is equivalent to an increase in purchasing power of manufactured 
commodities in terms of food products. This means that less 
money need be spent for food products; at any rate, a consider- 
able price decline of food products will not cause such additional 
quantities of food to be purchased as to lead to a favorable pur- 
chasing-power position of the food producer. The savings ef- 
fected by urban population on account of relatively lower food 
prices will make available additional expenditures for non-food 
articles, and more of the latter are bought as the purchasing pow- 
er of manufactured commodities gains ground. As this takes 
place, the difference in the purchasing power between food and 
other commodities will be carried to a point at which the physical 
volume of food production will be greatly reduced. Relatively 
low farm prices and relatively high farm costs will prevail. This 
condition, however, is bound to lead gradually to a relative food 
scarcity, which may be the result of the elimination of marginal 
or near-marginal farmers, disuse of poorer lands on better farms, 
heavy exports of food materials, crop failures, or relatively faster 
increase in population than in food production. 


* Op cit., pp. 147-48. 
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It is certain that reduced food production is not caused by 
variation in domestic demand for food products. At best, the 
change in this demand will be negligible since the lower and up- 
per limits of the quantity of food consumed are not far apart. 
Rather one would say that declining crop production evolves out 
of increasing relative cost; that this increasing cost leads to 
changes in farm production and thence to changes of relative 
farm prices. 

Next, this relationship in purchasing power of food prices in 
terms of other prices approaches a more even balance. Rising 
food prices close in upon falling prices of manufactured products. 
As the purchasing power of food prices in terms of other prices 
rises above the roo-line, a difference develops which is unfavor- 
able to people in urban districts who now have to produce rela- 
tively more, that is, sell their own output at a relatively lower 
price, in order to be able to buy the same former quantity of food 
at a higher price. With the increasing money demand for food 
products encroaching upon a total limited purchasing power, the 
effective demand for non-food commodities begins to slow down, 
business activity drops, factories shut down, unemployment en- 
sues, money rates turn easy, and inventories are gradually 
worked down. While this readjustment is in progress, food prices 
gain strength, output increases, and as another good harvest year 
sets in, food prices begin to sag, the favorable purchasing power 
of food begins to decline, and urban enterprise begins to accu- 
mulate activity. Another cycle begins. 

It is obvious that the benefits derived from cheap food by ur- 
ban population are relative rather than absolute to the degree of 
price change in non-food commodities. A minor rise of the food 
price ratio has no perceptible effect upon urban industrial activ- 
ity. The causal factor or factors quickening the food price ratio 
must be of some degree of intensity to arrest urban activity. 
Once this takes place, agriculture enters the position of relative 
price advantage at the cost of urban industrial organization. 

The contention that the cyclical position of urban industry 
correlates positively with that of agriculture does not seem to 
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hold. While it may be true that expanding urban enterprise 
stands in close relationship to agriculture in furnishing a 
growing outlet for its products, it is possible that these cir- 
cumstances of expansion may be, relatively speaking, unprof- 
itable circumstances for the farmer. A large consumption of 
farm products and a profitable price for farm products are two 
entirely different things. Large consumption of farm products 
may be accompanied by relatively low farm prices, high farm 
costs, and narrow margins for the farm operator. Upon this 
analysis one cannot point to the non-farming home market as a 
prosperity-maker for food producers. Increasing urban indus- 
trial activity is accompanied not only by a shifting of population 
from country to city; it is also attended by a relative expansion 
of food production, more acres per man, better culture by means 
of mechanization, a more intensive cultivation, higher yields per 
acre, and perhaps lower prices for food commodities. In fact, this 
was pointed out by Alexander Hamilton in his Report on Manu- 
factures: 

If the effect of manufactories should be to detach a portion of the hands 
which would otherwise be engaged in tillage, it might possibly cause a smaller 
quantity of lands to be under cultivation; but, by their tendency to procure 
a more certain demand for the surplus produce of the soil, they would, at 
the same time, cause the lands which were in cultivation to be better im- 
proved and more productive. And while, by their influence, the condition of 
each individual farmer would be meliorated, the total mass of agricultural 
production would probably be increased. For this must evidently depend as 
much upon the degree of improvement, if not more, than upon the number 
of acres under culture.® 


Nor does it seem possible to support the theory that reduced 
activity in urban enterprise can be traced to the loss of purchas- 
ing power suffered by the farm industry. This lower purchasing 
power of agriculture as a factor adverse to urban prosperity may 
be compensated for by the savings effected in terms of relatively 
lower food prices paid by city population. But if this loss of 
available purchasing power on the part of the farm population is 


* Alexander Hamilton, Works (Constitutional ed.; New York, 1885), IV, 98. 
(Italics are mine.) 
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greater than the relative savings incurred by city population in 
terms of food prices as against manufactured products, urban 
industry will be affected disadvantageously. 

As a final fundamental difference between agriculture and 
manufacturing industry, the character of interrelationship of 
supply and price is to be mentioned. In urban enterprise increas- 
ing output takes place in response to generous prospects of price 
gains. In agriculture, however, increasing output is much less 
incidental to promising price positions than it is to the varying 
influence of weather conditions upon supply. The expansion or 
contraction of area in the production of most crops is secondary 
only to the much greater influence of climatic factors upon yield, 
supply, and price.’ 

"G. F. Warren, and F. A. Pearson, “Interrelationship of Supply and Price,” 
Cornell University Agricultural Experiment Station Bulletin 466, pp. 102-3; E. G. 
Misner, Studies of the Relation of Weather to the Production and Price of Farm 
Products, “I. Corn,” pp. 55, 82, 92-102, 104-5 (unpublished manuscript, Cornell 
University). 

ERWIN GRAUE 
UNIversity oF IpAHO 





THE ST. LAWRENCE NAVIGATION AND POWER 
PROJECT: A REJOINDER 


N THE June issue of this Journal there appeared a reply by 
Harold G. Moulton, Charles S. Morgan, and Adah L. Lee, of the 
Institute of Economics, to my review, in the February issue, of 

the Brookings Institution book on the St. Lawrence Waterway. The 
courtesy of the editor of the Journal permits me to make now a brief 
rejoinder. In order to facilitate the comparison of this rejoinder with 
the reply I shall follow the headings which they used. 

1. Allocation of costs.—In spite of all that Dr. Moulton and his col- 
leagues have said the fact remains that their estimated capital cost to 
be allocated to navigation in a combined navigation-power development 
is too large. In such a combined enterprise (which presumably ought to 
bring some capital benefit both to navigation and to power) they have 
chosen without discussion a method of capital-cost distribution by 
which the estimated capital cost distributable to navigation is larger 
than if the river were developed solely for navigation. Not only has 
navigation enjoyed no benefit by the combined construction but it has 
apparently been penalized. I think that this fact bears out my original 
contention that the distribution used by them with no discussion was 
hardly fair to navigation. I regret that I used the words “no indica- 
tion,” though other portions of my original review indicate clearly that 
I realized that the point had been mentioned but not discussed. 

2. Raising the engineers’ estimates.—I thoroughly agree with the 
authors that the magnitude of the work on the St. Lawrence is almost 
unprecedented. I did not for a moment state that the actual cost can- 
not overrun the estimates, but I did adduce certain reasons why these 
estimates are a great deal more likely to be correct (already including 
124 per cent contingency allowance as they do) than any arbitrarily 
raised estimates produced by a group who have not lived intimately 
for many years with the engineering aspects of the project. I pointed 
out that the estimated navigational capital cost that I believe to be 
fair in a combined navigation-power development is already 20 per cent 
larger than that given by one particular method of reaching a naviga- 
tional capital charge. To add another 20 per cent surely savors, does it 
not, of “loading” the estimate? 

3. Lake harbors —The quotation from my review on this point has 
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omitted some of the context necessary to elucidate the quoted phrase. 

What I wrote is, I believe, quite clear. The serious error in economic 

analysis occurs, not in including the capital cost of the ten harbors, but 

when, having included such a capital charge, there is failure also to in- 
clude in the subsequent analysis the annual benefits, direct and indi- 
rect, that flow to the cities and towns concerned due to the creation of 
those harbor and port facilities. The notion of Grand Rapids and De- 
troit competing for an immutably fixed quantity of total traffic is sim- 
ply not correct. One of these harbors might divert some traffic from 
the other—true. The gains and losses would then be balanced, as they 
point out. But Dr. Moulton and his associates know perfectly well that 
the building of one new harbor in a productive territory always creates 
some entirely new traffic. What, too, of the economic return in the 
form of harbor dues, wharfage charges, etc.? The attempt to show that, 
if my views were carried to their logical conclusion, the lake cities could 
construct the whole waterway as well as the harbors without cost to 
anyone needs no reply. 

My original argument on the question of lake-harbor costs covered 
two points: 

1. It is quite proper to include these capital charges if one includes also their 
earning power, direct and indirect, on one side of the ledger. On the other 
hand, if the annual returns created by the harbors are not reckoned, then 
the capital charge should not be included. 

. So far as the present situation is concerned, the freight savings used by 
Dr. Moulton and his associates can be reached or almost reached by exist- 
ing harbor facilities. Therefore not one cent would need to be spent for 
the construction of new harbors in order to achieve approximately the 
through 4-cent savings on grain agreed to by them. 


The reply failed to quote adequately the context in connection with 
the first point, and failed to make any attempt to meet the second point. 
I therefore conclude that my original review was somewhat near the 
mark, viz., that Dr. Moulton and his associates inadvertently com- 
mitted a serious economic error when, having set up a justified capital 
charge for the waterway, they failed to include any annual earning 
power of that part of the capital invested in the harbors. 

4. Volume of trafic——With many of the book’s statements on traffic 
I am in general accord, and so stated in my own review. I also stated 
how valuable its traffic analyses were. In spite of all this I am still of 
the opinion that there has been so much pessimism in the assembly of 
traffic analyses that the result does not present a fair picture. If the 
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authors are willing to concede, as the final paragraph of their reply 
indicates they may be, that 20,000,000 tons might move, I think they 
have conceded the whole case of the economic feasibility of the St. 
Lawrence Waterway. 

5. Computation of savings to shippers—In my review I pointed 
out that the book presented no economic balance sheet for the set-up 
of the whole waterway, and the reply, I think, confuses the issue by try- 
ing to make the matter merely one as to whether the savings on grain 
are typical of all savings. For example, my point about the failure to 
include the economic benefit (brought about by freight savings) accru- 
ing to all grain produced in the interior, whether shipped over the wa- 
terway or not, is entirely overlooked. This is typical of certain omis- 
sions made by Dr. Moulton and his colleagues. The benefits of the wa- 
terway to the country are both direct and indirect, and the indirect 
gains should not be lost sight of. The final economic annual ledger 
account, in a supposedly complete analysis of the waterway, must be 
comprehensive if it is to be fair. 

6. Draft of vessels —In my review I tried to make clear that two 
issues were involved: First, a vessel going at full or nearly full speed 
through a long artificial dredged channel must have at least two feet six 
inches or three feet clearance. Second, a vessel proceeding west of 
Montreal over open-river reaches and vast inland seas with the draft 
limited only at a few special points may proceed over this kind of a 
channel with only inches of clearance. It was my hope to make this 
distinction clear, but apparently I have failed to do so. The point of 
whether it is an ocean vessel or lake vessel going west of Montreal is 
not so important as the kind of channel that is available. Consequently 
I do not think my original statement is beside the point at all. 

7. Comparison with a freight railway.—In their reply to my criti- 
cism of their ffeight-railway figures Dr. Moulton and his colleagues 
seem to be shifting their ground. In the book they stated quite clearly, 
in comparing the theoretical waterway with the theoretical railway, 
that the railway connecting Boston and Chicago could be built and 
equipped for $260,000,000. They then proceeded on page 178 to work 
out the theoretical capacity in terms of so many trains per hour, etc. 
Then on page 179 they justified this capacity as a possible capacity. 
Then on page 180 they called special attention to the fact that the capi- 
tal-cost figures “include rolling stock and equipment.” Surely this 
rolling stock and equipment means the rolling stock and equipment 
previously described and discussed. After I had pointed out the physi- 
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cal impossibility of this, they now state that they meant the rolling 
stock and equipment of any ordinary railway. They also say that they 
are willing to agree with me in the capitalization of one double-tracked 
railway with the necessary equipment at about one billion dollars. 
They then end their reply by stating: 

The truth is that the economic advantages of an all-freight railroad over 
the waterway are so overwhelming that one can multiply every cost on the 
railroad side of the equation by 2 or 3 and cut those on the waterway side in 
half and still arrive at a conclusion adverse to the waterway. It should also 
be recalled here that before we began our analysis of the cost of an all- 
freight railroad we had shown that existing railroads have adequate carrying 
capacity for handling present and potential freight traffic between the Middle 
West and the Atlantic seaboard. 


If I understand the meaning of this, it would seem that, if it is true 
and has any practical application between Chicago and Boston, it ought 
to be true and have equal application between Duluth and Lake Erie. 
Then, if this reasoning be sound and if Dr. Moulton’s figures are cor- 
rect, all shipments of iron ore, grain, and coal that now move rail, lake, 
and rail ought to move all rail. But, strangely enough, these cargoes, 
starting and ending on rail, seek water for part of their journey. We 
are faced, therefore, with the astonishing phenomenon that the shippers 
of these three great commodities must be suffering from some strange 
hallucination in supposing that they are getting cheaper rates by mov- 
ing their respective commodities lake and rail instead of all rail. 

8. Power.—I did not quote the fact that various companies were 
trying to get power concessions along the river as indicative that the 
conclusions of Messrs. Sanderson and Porter respecting early develop- 
ment are unsound. I mentioned the fact only as indicative that certain 
people, at any rate, believe that there is a possibility of selling the 
power profitably. 

Lesstiz R, THOMSON 
MONTREAL, CANADA 
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Labor and Capital in National Politics. By Harwoop L. Cups. 
Columbus: Ohio State University Press, 1930. Pp. 286. $3.00. 


Labor’s réle in American politics has been discussed in recent years 
in a half-dozen books and numerous articles. This book differs from 
all these in dealing with labor and capital in parallel columns—the po- 
sition and activities in politics of the American Federation of Labor 
and the Chamber of Commerce of the United States. Still more it dif- 
fers in its concept of what constitutes politics, its predecessors treating 
politics as being synonymous with elections, while Childs develops the 
subject as embracing the entire influence upon public affairs of the two 
dominant national organizations of labor and capital. The net effect of 
these differences is that while all prior discussions of labor’s réle in pol- 
itics have centered upon the advisability of an independent labor party, 
this topic is not even mentioned in this study. 

Instead, the history, organization, and purposes of the Chamber and 
the Federation are presented, followed by a discussion of their foot- 
holds and connections throughout the country, with an interesting ta- 
ble, never before worked out, of the distribution of the membership of 
their affiliated organizations by states. Next are described the methods 
by which policies are determined, both organizations being shown, on 
the one hand, to mold, and, on the other, to reflect, the opinions of 
their constituencies. Finally, there is a presentation of the methods 
these “unofficial governments” employ to gain their objectives. These 
include “general publicity,” through speeches, magazines, and news 
services; the drafting of bills for introduction in Congress; lobbying, 
including the bringing of pressure from back home upon members of 
Congress; appearances before committees; interviews with the presi- 
dent ; co-operation with administrative agencies; and, in the case of the 
Chamber of Commerce, referenda and nation-wide conferences; and, 
in the case of the Federation, the non-partisan political campaigns, 
which have been described by most prior writers as the sum total of its 
political activities. 

This is a truer picture of organized labor in politics than the usual 
accounts. The American Federation of Labor is in politics quite as 
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much as are the national labor organizations of other countries, al- 
though it has steered clear of an independent labor party. Methods and 
tactics may be questioned, but the fact of labor’s being in politics is 
indisputable. Organized capital, likewise, is “head over heels” in poli- 
tics, and employs much the same tactics. 

This is not an exhaustive study; for instance, labor’s legal situation 
and the injunction question are entirely overlooked, although these 
have been the principal concern of all of the activities of the American 
Federation of Labor in politics for many years. This book, moreover, 
is written by a political scientist, not an economist. As a novel and sug- 
gestive approach to the controversial question of labor in politics, how- 
ever, it is worthy of attention from all students of labor problems, aside 
from the vast amount of information which it presents upon the activi- 
ties of the American Federation of Labor and the Chamber of Com- 
merce of the United States, much of it from official, unpublished 
sources, which these organizations made available to the author. And 
perhaps not the least interesting thing about this study is the illustra- 
tion it affords of how closely politics and economics are interrelated 
and how it is getting more and more difficult to distinguish between 
these social sciences. As Professor Merriam states in the Introduction, 
one influential group of political scientists today regard government as 
embracing much more than the “regular or formal government” and 
the political parties. More important, in many respects, are the “un- 
official governments” represented by groups and associations, of which 
the two organizations dealt with in this study are but examples. Com- 
mons and other institutional economists see these same groups and as- 
sociations as the mainsprings in present-day economic life. To the 
student of politics and economics alike, the study of groups and group 
action is becoming increasingly important. It is this aspect which 
makes the book under review a significant contribution to our knowl- 
edge, both of government and of industrial relations. 

EpwIn E. WITTE 
WISCONSIN LEGISLATIVE REFERENCE LIBRARY 


Fixation of Wages in Australia. By GrorceE ANDERSON. Mel- 
bourne: Macmillan and Company, Limited, 1929. Pp. 568. 
While writing this book the author has been the barrister rather 
than economist or political scientist. Though they are commented on 
in various connections, Mr. Anderson does not come to close grips with 
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the economic effects of the fixing of wages by the state and common- 
wealth governments, nor does he try to explain the political philosophy 
of the Australian people and how the machinery for the control of wages 
happened to be set up. The current political aspects of the subject are 
not discussed as such, though a certain amount of detail bearing upon 
them does find place. 

In Part I the author sets out in more or less detail commonwealth 
and state laws bearing upon the fixing of wages and the powers con- 
ferred upon arbitration courts, commissions, and wages boards. The 
several chapters are replete—perhaps too replete—with detail. Both 
the detail and its organization are best designed to serve the needs of 
those who have to do with the fixing of wages. The non-Australian 
reader, however, may find difficulty in seeing the wood for the trees. 
In view of the fact that much of the state legislation is similar and not 
a little of it the same, a comparative summary, rather than an analysis 
state after state, would have saved considerable space and presented 
the matter to the reader more clearly. Along with the legislative analy- 
sis in Part I, details are given as to number of agreements, awards, or- 
ders, etc., for each jurisdiction for the last available year. The conflict 
between commonwealth and state standards is also dealt with. 

Part I (pp. 19-180) is only preliminary; Part II constitutes the 
body of the book and gives it its title. Its scope is much the same as 
that of Justice Higgins’ A New Province for Law and Order, with which 
most of the readers of this review will be familiar. Of course Fixation 
of Wages reviews the treatment of different points arising from the in- 
ception of commonwealth arbitration down to 1929; it also reviews 
state practice briefly but rather systematically as Higgins’ book did 
not; but the greatest contrast is to be found in the greater amount of 
detail incorporated in the new volume. The explanations of the basic 
or living wage, the adjustment of the basic wage to changing costs of 
living, the setting of country rates of wages, the variation of wage 
standards with variations in cost of living as between localities, the re- 
lation between the basic wage and the secondary wages fixed for other 
than unskilled labor, allowances (or non-allowances) for disagreeable 
or laborious or dangerous work, the fixing of wages of women workers as 
they are circumstanced in this or that way in their employment, the 
methods of remuneration allowed, prescribed or proscribed—each cov- 
ered by a chapter—are accompanied by numerous excerpts from deci- 
sions in text or footnote. Leading cases are rather fully digested in their 
bearings upon different phases of the matter. In addition to the discus- 
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sion of such topics as those already mentioned, the rather extensive 
control of hiring systems (hourly, daily, weekly, etc.), the regulation 
of the hours of work, and the limited adjustment of wages and working 
conditions to the capacity of industry to pay are dealt with—largely in 
terms of law and court awards (chapters xxii—xxiv). Parenthetically it 
may be noted that the author is of the opinion that rather too limited at- 
tention has been given to capacity to pay, but this opinion is not devel- 
oped as the reader might wish. The treatment of child endowment in 
the final chapter (xxv) is brief but provides a convenient summary of 
the Australian movement and legislation to date. 

The Fixation of Wages is the result of careful and detailed analysis 
of statutes and decisions of courts, boards, and commissions. Along 
with Higgins’ A New Province for Law and Order and Mrs. Burns’ ex- 
cellent Wages and the State, it will be useful. Aside from the fact that 
its reviews extend to 1929, its value is in its wealth of detail. 

H. A. MIxuis 


UNIVERSITY OF CHICAGO 


The Balance of Births and Deaths. Vol. 1, Western and North- 
ern Europe. By RoBERT R. Kuczynski. New York: Mac- 
millan Co., 1928. Pp. xi+-140. $2.00. 

Though this volume is confined, in the words of the author, to 
“stating the facts without attempting to explain them,” it is the most 
important book on the population problem which has appeared within 
recent years. This is due partly to the emphasis upon correct methods 
of stating the facts so that their meaning becomes clear to all, and 
partly to the circumstance that the book has been written at a time 
when the Western world is passing a turning point in its population 
movement—when its population has ceased to be fully reproducing 
itself but is tending toward a diminishing reproductive ratio. Without 
correct methods of analysis the significance of this change would be 
entirely overlooked. Hence, emphasis upon the statistics is justified be- 
cause it calls attention to the need for a correct statement of popula- 
tion facts, which are essential for sound interpretation and analysis. 

The important question to be answered for an understanding of 
the population problem, as the author points out, is not, Is there an 
excess of births over deaths? but, Does each generation produce suf- 
‘ficient children to replace that generation, under given conditions of 
natality and mortality? 
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The book is divided into an Introduction, four chapters, and 
four Appendixes. The Introduction states the purpose and scope of the 
book and presents a summary of the conclusions. 

Chapter i presents data on the decline of the birth-rate in the 
countries of Northern and Western Europe from 1840 to 1926. Of 
these countries it is noted that France and Ireland showed decreasing 
birth-rates much earlier than the others, 

Fertility rates are considered in chapter ii. After a discussion of 
the general fertility rate, the number of births per thousand women 
from fifteen to fifty years of age, and its variation from the crude 
birth-rates shown in the previous chapter, the author develops the con- 
cept of gross reproduction rates as a more useful method of stating 
fertility. The gross reproduction rate is found by ascertaining the fer- 
tility rates at each year of age of women from fifteen to fifty, and add- 
ing them together. If 1,000 women at fifteen years of age bear on an 
average © girls, at age sixteen 1 girl, at seventeen 5 girls, at eighteen 13 
girls, etc., up to age forty-eight with 2 girls, and age forty-nine with 
none, then adding together these numbers will give the total number of 
girls which 1,000 women will bear, provided there are no deaths among 
these women. In other words, leaving mortality out of account, to re- 
place themselves 1,000 women must bear during their childbearing pe- 
riod 1,000 daughters. The gross reproduction rate shows very simply 
the relation between fertility, as shown in birth-rates for each year of 
age, and the replacement or growth of the population. The possibility 
of calculating gross reproduction rates from fertility rates in quinquen- 
nial age periods is discussed and illustrated. 

Chapter iii proceeds to the question of net reproduction rates, or 
rates in which corrections have been made for mortality. The effect of 
this correction is to reduce the reproduction rates, and the greater the 
mortality before reaching maturity and during the childbearing period, 
the greater is the amount of this reduction. 

According to the fertility prevailing in western and northern Eu- 
rope in 1926, the gross reproduction rate was 1.12 girls born to each 
woman, and the number of children born to each woman was 2.3. 
After allowing for mortality, the net reproduction rate was 
1.1 in Denmark and Finland, but less than 1 in France and Sweden, and 
especially in England and Germany. The total number of future parents 
(boys and girls) born to each woman in 1926 was still higher than two in 
some of the smaller countries, but it was lower than two in all the larger 
countries. The average number was about 1.9. ... . According to the 
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fertility and mortality in Western and Northern Europe in 1926, 100 moth- 
ers gave birth to 93 future mothers only. 


The population in this area is even now not holding its own. 

In chapter iv the apparent paradox of a population which has a 
death-rate of 13 and a birth-rate of 19.2 not fully reproducing itself is 
explained in terms of the age composition of the population, which, in 
turn, is dependent for its present form upon the recent trend of births. 

A valuable feature of the book is the statistical material contained 
in the Appendixes. One Appendix gives statistics of births and birth- 
rates, together with comments on the principal sources of error in the 
figures themselves and in their interpretation. A second Appendix 
gives data and sources of statistics of the number and proportion of 
women of childbearing ages. A third gives data on ages of mothers in 
relation to births, and a fourth contains life tables for women fifteen 
to fifty years of age and “fertility” tables, the latter for Denmark, 
England, Finland, France, Germany, and Sweden for different periods 
from 1816 to 1926. 

Dr. Kuczynski, the author of this volume in the “Institute of Eco- 
nomics Series,” was formerly statistician of Berlin-Schéneberg and is 
now connected with the Brookings Institution. This volume combines 
statistical insight with a clarity of presentation which are all too rare 
in studies of population. 

RoBert M. Woopsury 
CoLUMBIA UNIVERSITY 


Economic Nationalism of the Danubian States. By LEo Pasvot- 
sky. New York: Macmillan Co., 1928. Pp. vii+-609. 


This book is an answer after ten years to the question which so often 
was raised during and after the war. This question raised the issue as 
to whether it was not more desirable to leave the Austro-Hungarian 
state intact rather than destroy it. Austro-Hungary, it was said, was 
satisfying a real social and economic as well as a political need which it 
might be well to have satisfied rather than multiply the number of 
points of friction by multiplying the number of national states. While 
the author does not specifically answer this question, he shows pretty 
conclusively that now there would be nothing gained economically by 
any sort of politico-economic union of the heirs of the old monarchy. 
He concentrates his attention on the following states of South-Central 
Europe: Austria, Hungary, Czechoslovakia, Rumania, and Yugoslavia. 
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He leaves out Poland and Bulgaria, although the former might have 
been included as one of the descendants of Austria and the latter is one 
of the Danubian states interested in any scheme which seeks to organ- 
ize Danubian Europe. Yet their inclusion in the discussion would not 
have materially altered the general conclusions, since Poland presents 
about the same problems as Czechoslovakia and Bulgaria’s problems 
are similar to those of Yugoslavia. The states which he has chosen to 
discuss are presented with a short historical account of the pre-war and 
war situation indicating in a general way the problems created by the 
war and the peace in each country. Then follows a discussion of the 
financial situation resulting from chaotic currency conditions, the prob- 
lems of an unstable budget; the aspect presented by the international 
accounts situation; the efforts made to meet that situation by reorgan- 
izing economic production and banking instruments; and, finally, the 
general economic policy of each country, in so far as it has found ex- 
pression in government action or policy. All of these are discussed 
with a great deal of statistical information and with an intimate knowl- 
edge of the specific problems of each country. The study is concluded 
with a general discussion of the problem of nationalism versus unity in 
the light of the specific information presented in the earlier chapters. 
The author is fully aware of all the difficulties with which these Danu- 
bian states are confronted and will continue to be confronted for 
a long time, but he can see no solution in a regrouping of them into a 
single economic territory. He points out that the Austro-Hungarian 
Empire before the war was far from being a unitary economic state any 
more than a unitary political state. Economic differences between Aus- 
tria and Hungary, and even within each of these two politically unitary 
states, indicated that even at that time more fundamental interests were 
at work against, rather than for, unification. Today the increase of 
population in this region will sooner or later force it to an increase in 
production which will have to be industrial in character rather than 
agricultural, and such industrialization, under modern circumstances 
and in that region, cannot be carried out by any unitary organization 
proposed so far. It is true that the break-up of Austro-Hungary has 
meant very severe hardships upon Vienna and the other highly indus- 
trialized regions, but to go back to the old régime might help Vienna 
at the cost of a future economic distress to all the non-industrialized 
regions. The future of Vienna lies not in being the industrial and bank- 
ing center of the Danubian region, but in developing certain luxury 
services which would maintain it as an amusement and art center of 
that part of Europe. 
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Mr. Pasvolsky’s book, an Institute of Economics study, is full of 
meat, and its many pages are a storehouse of accurate and enlightening 
facts on the economic development of South-Central Europe in the last 
ten years. I think that he should follow it with a second volume show- 
ing more minutely the manner in which politics and economics are be- 
coming intertwined in this part of the world and how the process of in- 
dustrialization is going through veritable pangs of birth with a very 
interesting accompaniment of dictatorship in Hungary and Yugoslavia, 
a peasant-democracy in Rumania, and intellectual bourgeois democ- 
racy in Czechoslovakia. A social revolution is taking place there which 
deserves to be recorded along with the economic revolution now in full 
swing. 

Max Sytvius HANDMAN 
UNIVERSITY OF TEXAS 


Die Konkurrenz (Untersuchungen iiber die Ordnungs prinzipien 
und Entwicklungstendenzen der Kapitalistischen Verkehrs- 
wirtschaft). By Grorc Ham. Leipzig: Duncker & Hum- 
blot, 1929. Pp. 182. 

Mr. Halm (a member of the neo-liberal school of Professor Adolf 
Weber, of Munich) sets out to controvert the argument that competi- 
tion is giving place to socialism. He argues that such a development is 
impossible because socialism is neither practically possible nor theo- 
retically conceivable. It lacks an adequate basis for economic calcula- 
tion and, therefore, any means of directing production or limiting the 
demand for capital. This criticism is amplified in the course of a dis- 
cussion of the theories of Cassel, Heimann, and Oppenheimer. He does 
admit, however, that complete agreement between arbitrary plan and 
actual production can be simply reached under socialism (p. 110). He 
admits, too, the arbitrariness of the present basis of reckoning, which 
gives to the desires of some greater effectiveness than to the desires of 
others, although the degree of arbitrariness is less than appears at first 
sight because a greater proportion of larger incomes is saved than of 
small. What is left is the penalty we must pay for the high productivity 
of private capitalism. Business cycles are a shortcoming, but a social- 
istic community could avoid them only by “arbitrary control” and 
then only at the expense of slowing down the rate of change. On the 
one hand, Mr. Halm sees the present economic organization as a com- 
paratively simple and substantially self-regulating mechanism, and on 
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the other a strong intellectual antipathy prevents him from analyzing 
impartially the theoretical and practical aspects of authoritarian eco- 
nomic organization. 

The most interesting part of the work is the discussion of recent 
changes in industrial organization in the formation of cartels and trade 
associations te avoid cutthroat competition. He argues that technical 
changes in industry, involving the abandonment of assumptions of 
atomistic competition and timeless adjustment of resources, have 
turned “competition” into “cutthroat competition.” Cutthroat compe- 
tition, he says, can never lead to equilibrium, and the formation of 
cartels is a mere adjustment of the form of competition. In the new con- 
ditions, the new forms constitute competition because they render pos- 
sible the attainment of equilibrium. 

The analysis of the effect of these revolutionary changes in the form 
of competition upon the nature of the equilibrium attained is not alto- 
gether impartial. The possibility of cartels and labor unions following 
a monopolistic policy is not taken seriously and the effects of such a 
policy are minimized. Mr. Halm points out that competition remains 
in the form of substitutable commodities, possible new firms, and the 
possible breaking away of members. 

These changes in the form of competition are separated by a hard 
line from socialism because the basis of economic reckoning remains. 

Mr. Halm is sharp in his criticism of other writers but leaves an 
impression of skilled but not always revealing dialectic. He tends to 
substitute declaration for proof and writes with a reiteration that is 
without mercy. 

ArtTHurR R. Burns 

CotumBIA UNIVERSITY 


Strukturwandlungen der Deutschen Volkswirtschaft. Vorles- 
ungen gehalten in der Deutschen Vereinigung fiir Staatswis- 
senschaftliche Fortbildung. Edited by BERNHARD Harms. 
Second complete edition. Berlin: Verlag von Reimar Hob- 
bing, 1929. 2 vols. Pp. 524; 509. 

These two sizable volumes contain a series of forty lectures given in 
the summer of 1927 under the auspices of the German Association for 
the Advancement of the Study of the Social Sciences. The lectures, 
which comprise a carefully worked out course of studies, were designed 
originally for the benefit of German government officials and were in- 
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tended to show the changes which the social and business structure of 
Germany has undergone since pre-war days. 

The contents of the two volumes are grouped under ten headings, 
viz., Volume I: 1, General structural changes; 2, Agriculture; 3, In- 
dustry; 4, Wage-earners; Volume II: 5, Crafts; 6, Trade; 7, Com- 
merce; 8, Money market; 9, Public finance; ro, Literature. 

The large list of contributors (thirty-six) includes the names of such 
leading German economists and government officials as Harms, Aere- 
boe, Beckmann, Hirsch, Schumpeter, Eulenburg, E. von Beckerath, 
Prion, Gerloff, and others. 

Professor Harms, the well-known director of the Institut fiir Welt- 
wirtschaft und Seeverkehr, of Kiel University, under whose guidance 
the course was arranged, contributes the opening paper, entitled “The 
New Germany in the New Europe.” In a masterful way, he points out 
some of the outstanding structural changes following the World War 
and their bearing on the position of Europe as a world economic area. 
The marked transition of political initiative from Europe to other parts 
of the globe; the imperilment of Europe’s industrial supremacy; the 
displacement of her capital monopoly; the changed status of England 
within the British empire; the inroads made into the markets of the 
agricultural industries of western Europe, chiefly Denmark and the 
Netherlands, by the dairy and other “quality” products of the Cana- 
dian and Australian farmers—these are some of the events which serve 
to illustrate how the political and economic center of gravity of the 
world has been shifted, and the erstwhile equilibrium deranged. 

The unfavorable consequences to Europe’s economy, arising out of 
the changes in the international division of labor, have, according to 
Harms, given rise to spontaneous and natural counter tendencies on the 
part of the industrial states of the old world. By increasing and im- 
proving their output of suitable instruments of production, they are 
now endeavoring to compensate for the losses suffered and to adjust 
themselves, as far as possible, to the new state of affairs. 

In the second part of his paper, Harms analyzes more especially the 
economic problems of the “new Germany.” Quoting the famous dictum 
of Caprivi, “We must export either goods or people,” he emphasizes 
Germany’s need, first, of intensifying her domestic production of food- 
stuffs and, second, of fostering her industries and developing her share 
of the world’s markets. 

Professor Harms’ paper exemplifies what the reader will find to be a 
characteristic feature of the entire series, namely, the paramount at- 
tention given to problems. Throughout the two volumes the mere 
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reporting of facts has been restricted to a minimum, while the closest 
attention is given, instead, to a study of the causes of economic and 
social crises and measures for remedying the same. 

Many of the problems here treated primarily from the German point 
of view bear a striking similarity to questions confronting the Ameri- 
can public at the present time. The keen and penetrating observations 
of these foreign experts, therefore, become a matter of special interest 
and importance to American students. Aereboe’s illuminating “Survey 
of the Present Status of German Agriculture” and Beckmann’s discus- 
sion of agricultural marketing and credit problems are of this type. The 
articles by Meyenberg, Kalveram, and Heyde on rationalization of 
technical and mercantile enterprises, and the attitude of labor in this 
matter, deal with developments far ahead of similar ones elsewhere and 
in certain points quite distinct from efficiency systems in operation in 
this country. 

The studies dealing with changes and mutations in transportation 
and communication, including the article on “The New German Wa- 
terway Policy” (Beckerath), and on automobile and air traffic prob- 
lems, invite, as it were, comparison with parallel developments in the 
United States. 

Recent occurrences in our stock market and the handling of munic- 
ipal and state finances lend an added current interest to the articles on 
“Bourse Problems” and “Finances of the Reich, States and Munic- 
ipalities” (Gerloff). An excellent critical bibliography (II, 472-509), 
arranged under topical headings which correspond with the individual 
articles, concludes this valuable publication, which is already being 
used with success in several seminar courses in American universities. 

WiiiaM F. Notz 
Wasurncron, D.C. 


Bankers’ Balances: A Study of the Effects of the Federal Re- 
serve System on Banking Relationships. By LEONARD L. 
Watkins. Chicago: A. W. Shaw Co., 1929. Pp. xii+4209. 
$6.00. 

One of the inevitable characteristics of such a decentralized bank- 
ing system as that of the United States before 1914 was the mainte- 
nance of interbank balances, and one of the anticipated effects of the 
centralization to be brought about by the Federal Reserve System, in 
the opinion of many qualified observers, was the considerable diminu- 
tion if not discontinuance of this practice, particularly with regard to 
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the large deposits of interior banks in New York City. That the es- 
tablishment of the Federal Reserve System did not affect these and 
other interbank deposits to the extent that was frequently forecast, 
everybody knows, and Dr. Watkins undertakes, in this volume of 
more than 400 pages, to show why. First, he investigates to just what 
extent bankers’ balances under the Federal Reserve System have 
varied in volume and in fluctuations from what they were under the 
old national banking system, and he shows that while their amount has 
been actually larger, it has been smaller relative to total individual de- 
posits since 1914 than before. The problem is to discover just what 
functions these balances served under the old system, what functions 
were displaced by the new system and what were not, thus accounting 
both for their relative decline and for their continued maintenance on 
a large scale. 

Four functions are considered as having been performed by these 
deposits: they served as reserves; as the means of settling claims aris- 
ing through the clearing and collection system; as balances basic to 
interbank borrowing; and as investment funds of the secondary re- 
serve type, at the same time that they formed investment connections 
for the employment of other funds. All available statistics appear to 
have been thoroughly utilized in the task of determining the relative 
importance of these several functions both before and after the estab- 
lishment of the Federal Reserve System. The conclusion is that the 
investment function, the only one which the reserve banks did not un- 
dertake at all, was of very great if not the greatest importance before 
1914 and that its continuing importance accounts for the large bank- 
ers’ balances carried by central reserve and reserve city banks since 
that time. With every allowance for the persistence of long-established 
clearing and collection habits and old interbank loan relationships, 
bankers’ deposits turn out to be primarily a part of secondary reserves, 
representing surplus funds not locally employed. The total volume of 
all bank funds was largely increased by the new system, on account of 
the considerable amount furnished the market by the Federal Reserve 
banks, the lowered reserve requirements for member banks, and the 
economies of the new interbank clearing arrangements; and the conse- 
quently larger surpluses over local requirements sought the financial 
centers, partly in the form of bankers’ balances, partly as investments 
in securities, and partly as direct security loans in the open market. 

At this point the author broadens his theme, and no longer con- 
fining himself to the subject of bankers’ balances, goes into the whole 
question of the non-local employment of bank funds and the interflow 
of funds between the financial centers and the interior, both before and 
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after the establishment of the Federal Reserve System. An exhaustive 
analysis is made of outside funds in New York and in Chicago, and of 
their fluctuations—short time, seasonal, and cyclical, with special at- 
tention to the movement of funds into and out of the two cities during 
the various business and credit phases of the years 1922-26. 

The final chapter, entitled “Banking Policy,” summarizes the con- 
clusions of the several preceding chapters, and deals, so far as policy is 
concerned, not primarily with bankers’ balances but with the problem 
of the employment of commercial banking funds in the security mar- 
ket. This interesting digression into a broader field is, of course, sub- 
ject to the space limitations of a closing chapter. The discussion serves 
to emphasize the fact that the problem of bankers’ balances is now in 
itself of relatively minor character, since the Federal Reserve System 
obviated its dangerous features, and that the current existence of these 
balances is dependent upon the failure of the bank merger, chain bank- 
ing, and branch banking movements to develop comprehensively. 

No description of this work would be at all adequate which did 
not take account of the numerous and extended tables, nearly one 
hundred in all, presented both in the Appendix and the text of the 
earlier chapters, particularly since the Author’s Preface announces as 
a “secondary objective of the study” the making available in consist- 
ent form of a number of banking series for the use of university courses 
in banking. The lack of homogeneity in the official banking figures 
must have made this an arduous and exacting task, hardly to be ap- 
preciated by anyone who has not labored with the data in their pre- 
viously published form. 

The book was awarded the first triennial prize offered by the Chi- 
cago Trust Company for the “best original contribution to knowledge 
and advancement in the field of business development and the modern 
trust company.” 

DorotHy Mites Brown 
Wasurncron, D.C. 


State Banks and the Federal Reserve System. By Cuartes S, 
Tirpretts. New York: D. Van Nostrand Co., Inc., 1929. 
Pp. v+393.- 

The relationship of state banks to the Federal Reserve System 
may be direct or indirect, depending on whether the state bank chooses 
to become a member or only to be a correspondent of a member bank. 
The extent and nature of this relationship rest on the value of member- 
ship to the particular bank. What are the advantages and disadvan- 
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tages of being a member of the system and may the advantages be 
obtained for state banks indirectly through correspondent member 
banks? The question of state banks and the banking system was dis- 
cussed even before the law establishing regional reserve banks in this 
country. Much consideration also was given to the social aspects of 
state-bank membership. However, the crux of the issue continues to 
be the question of costs of membership for an individual bank com- 
pared with the benefits derived. Dr. Tippetts does not claim to have 
found new materials on this subject nor does he offer unusual sugges- 
tions for inducing state banks to enter the system. He has rendered 
a useful service, nevertheless, in bringing together much information 
which has been scattered and not conveniently available. Because of 
the nature of this study, it will serve more as a reference work than 
as a textbook. 

A few statements from the introductory chapter will indicate the 
broad nature of the problem considered. 


The problem of creating a unified American banking system is as old 
as the Federal government itself. During a large part of American history 
we have suffered from a dual banking system. The problem is largely one of 
how to secure unified control [p. 1] It is the object of this study to 
trace the steps by which and the conditions upon which the state institutions 
were made eligible for membership in the federal reserve system; to explain 
the unfavorable attitude of the state banking institutions toward the system 
for so long after its adoption; to describe the changes which have been made 
in the Federal Reserve Act to make membership more attractive, and the 
way in which the state institutions responded; to investigate the attitude of 
these institutions during the late war; to consider whether their membership 
in the system is really desirable, necessary, or advantageous both for them- 
selves and for the nation as a whole; and to point out what changes, if any, 
are still desirable in the law to meet the reasonable requirements of the 
state banks [p. 5]. 


Two chapters analyze the advantages of membership for state 
banks and the validity of objections to membership. The advantages 
are those usually cited in favor of the Federal Reserve System. The 
objections are covered under five heads: membership not necessary 
because the advantages are available through correspondent banks, 
non-payment of interest on reserves kept in federal reserve banks, 
hostility to par remittance on checks, dissatisfaction with the adminis- 
tration of the system, and limitations on loans and discounts. The 
objections are well supported and the reader must conclude that many 
state banks, probably most of them, have sound reasons for not be- 
coming members, especially when the advantages can be exploited indi- 
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rectly without incurring the costs of membership. In elaborating on one 
of the objections to membership, viz., the par remittance on checks, 
the author includes two chapters (xiii and xiv) on the controversy and 
litigation. Without doubt, this point was one of great irritation to 
many state banks and probably contributed toward a reduction in 
membership, but it seems that two long chapters, comprising almost 
one-fifth of the book, give too much space to this objection. Especially 
is this true of the chapter on litigation. The final chapter raises the 
question whether a large number of state banks should join the sys- 
tem, and suggests only one change which might be made in the act 
to encourage more state banks to become members. Provision might 
be made for a wider distribution of the earnings of the Federal Re- 
serve banks. Other amendments might increase membership but 
would not be sound or wise. The author concludes also that possibly 
some improvement might be made in the administration of the system. 
This book is written in an interesting and easy style and holds the 
attention of the reader in spite of the great amount of statistical, his- 
torical, and legal details. The author is logical in developing his points 
and shows proper balance among the topics handled, with one or two 
possible exceptions. There is evidence of much research and pains- 
taking labor in the hundreds of references and footnotes scattered 
throughout the various chapters. A useful bibliography is included at 
the end of the book. As a work in recent economic history and as a 
reference book on the subject chosen, this study fully justifies itself 
and will be welcomed most heartily by students interested in the bank- 
ing experience of the United States. Ray V. Levrier 


UNIVERSITY OF MICHIGAN 


The American Whaleman. By Etmo P. Houman. New York: 
Longmans, Green & Co., 1928. Pp. vii+355. $5.00. 

The purpose of this volume is to describe the life and labor of the 
American whaleman—his origins and character, his hours, wages, and 
working conditions. It offers a brief history of the industry from Eu- 
ropean beginnings, a detailed description of ships, crews, and whaling 
methods in the period when it was at its full height, and a brief dis- 
cussion of the decline after the Civil War. The chief value of the work 
lies in a sound and careful evaluation, from adequate sources, in a 
field where fiction and romance have long distorted facts. 

The story, as Mr. Hohman tells it, is not a pleasing one. The 
character of the crews ever tended to decline in quality as “provincial 
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and homogeneous” recruits gave way to those which were “cosmo- 
politan and heterogeneous,” and as discipline, already harsh, became 
almost unbearable. Wages were always pitifully low—an average of 
twenty cents a day gross being reduced by charges for outfitting, medi- 
cal supplies, and insurance until the whaleman often found himself 
actually in debt to his employers before the end of the long cruise. In- 
debtedness and impoverishment by officially conducted debaucheries 
after landing were means of forcing men into continued service, while 
dishonest advertising filled the ranks depleted by desertion. In fact, 
as Mr. Hohman says, “. . . . American whaling, throughout the pe- 
riod of its dominance and decline had all the essential characteristics 
of a sweated industry.” 

And these ills were superimposed on a life already hard. Men 
were compelled to remain away from home for years at a time 
and to lonesome days and harsh companions were added uncom- 
fortable quarters, “nauseating” food, and the inevitable scurvy. Solace 
could be found only in strong drink and immoderate indulgence on 
chance shore leave in far away corners of the earth. The thrill of the 
chase and capture broke the monotony, but added long days of hard 
and disagreeable work at “cutting-in” and “trying out.” Danger from 
fog, reef, wind, and “pugnacious whale” added some zest to life, but 
even here long-accepted notions must be altered in the light of the fact 
that on the average but one life was lost to the voyage. Profits, shown 
to be surprisingly small, evidently never compensated for the ills en- 
dured. 

The work is well written and portrays the whaleman, if not the 
whaling industry, in a satisfactory way. The shadows may be a bit 
too dark and the development of Arctic whaling inadequately dealt 
with, but within the limits set the work is well done. 


UNIVERSITY OF CHICAGO Avery CRAVEN 


The Labor Movement in the United States 1860-1895. By Nor- 
MAN J. Ware. New York: D. Appleton & Co., 1929. Pp. 
ix-++-409. $3.00. 

Five years ago the Hart Schaffner and Marx Prize was awarded to 
Norman J. Ware for his essay “The Industrial Worker 1840-1860.” 
The present book is a sequel carrying the story of American labor to 
the nineties, when the rise of combinations in business and the growth 
of the American Federation of Labor marked the opening of a new 
era in American labor history. 

Since the Knights of Labor was founded in 1869 and closed its 
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active industrial career in the early nineties, it is fitting that Mr. Ware 
devote most of his book to the story of that first great American union. 
The author first gives a narrative account of the Knights of Labor 
and then details many of its relationships. For example, there is a 
chapter each on the subjects, “The Order and the Church,” “The Order 
and the Unions,” and “The Unions and the Knights.” Moreover, im- 
portant chapters are devoted to the Knights’ policy in regard to the 
eight-hour movement, co-operation, the boycott, women and the order, 
and politics and the farmer. Of course considerable space is given to 
the controversy between the Knights and the national trade unions 
after 1881. Although the Knights and their entanglements form the 
theme of the book, there are two chapters sketching the labor history 
of the period prior to the organization of the Knights. 

To a student of the works of Ely, Commons, and Perlman and 
their associates, much of Mr. Ware’s story is familiar; but the author 
does not become a slave to these authorities nor a mere repeater. He 
has studied the evidence these other men have used, and has had access 
to some not open to them. As a result Mr. Ware frequently takes issue 
with his predecessors, and while not dogmatic in his contradictions of 
their doctrines he makes excellent cases for his own point of view. In 
particular, Mr. Ware should be congratulated on giving more force than 
other writers to the part played by human character with its compli- 
cated motives in the making of labor history. 

In evaluating this book one should not overlook its literary style. 
The author belongs to the younger generation, which disbelieves that 
weighty matters should be treated weightily. As a consequence, Mr. 
Ware’s text is lightened by flashes of humor and epigrammatic state- 
ment, as on page 322, paragraph one. However, this style demands 
control lest it lead the author into superficial smartness, as for instance, 
on page 231 of the work under review, where the author says, “There 
followed the reign of the sainted Gary, canonized by a lady who had 
once crowned the Rockefellers with a brick.” In mentioning style we 
should comment on the too frequent repetitions in Mr. Ware’s writing. 
We realize that according to the plan of his chapters some repetition is 
necessary, but we do not admit that almost the same words should be 
used to convey identical ideas in different places. The faults of Mr. 
Ware’s style are so much less than its virtues and the writing as a 
whole is so refreshingly different from that employed by too many se- 
rious historians that we heartily commend his work. Our recommenda- 
tion applies equally to the matter presented and the manner in which 
it is offered. MALcoLM KEIR 

DartTMoutH COLLEGE 
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